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A closer look a2t OSG America L._.P.
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OSG America is the largest owner and operatar of coastal product carriers and tug barges

- o
transporting‘rgfin/aq_ petroleum prpducts in the United States. Trading primarily in the U.S.

Jones Act marke‘r, iﬁé Company’s operating fleet of 18 vessels and a newbuild fleet of 16
/

ships total 1.4 million dwt.

The Company is a master limited partnership formed in 2007. OSG America L..P.’s limited

partner units are listed on the New York Stock Exchange and trade under the symbol “OSP”
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11 Product Tankers

Product tankers are designed for deep sea trade.
Comparedt with barges, they are generally targer,
faster and more capable of operating in a wider range
of adverse weather conditions. The larger size vessels
travel between 13.5 and 15.0 knots and are more
expensive than barges 1o Huild and cperate, requiring
approximately 21 crew members.

7 Tug Barges

4
::M“ C T b Tug barges are designad for the short-haul coastal
i o T
L. Lo trade. More economical to buld and operate than
JT— larger size product lankers, an Arliculated Tug Barge
_— / (ATB) consists of a tug and barge connected by a

coupling system that mechanically locks the front of
the tug to the back of the barge. ATBs require
hetween eight and 11 crew members and travel
hetween 10.0 and 13.0 knots.
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16 Newbuilds'

‘e Nearly doubling the fleet in just four years. 15 new-
builds and one rebuild barge will grow the operating
fieet 1o 34 vessels in 2011. The delivery of new vessels &'_!," \F

" is the heart of the Q3G America invesiment story, N

Inciudles one vessel being rebuilt to a double hull configuration.




*Our strategy is straightforward: take advantage of our
built-in fleet growth to provide unithoiders with increased

distributable cash flow' over time”

pear UNitholders

| am pleased to report that after successfully launching
0SG America L.P. on the New York Stock Exchange in
the fall of 2007, we remain well positioned to execute our
strategy and take advantage of the stable and expanding
Jones Act market. Demand for term-chartered, double
hull W.S. Flag vessels in our core market is strong, and
our newbuild program of 16 vessels scheduled o deliver
over the next four years will dramatically grow the OSG
America fleet from 18 to more than 30 operating vessels.

As excited as we are about our future, let me take the
opportunity in our first public company annual report to
talk about our fleet and our market to give you a better
understanding of our business prospects.

32 34 32
27
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Jonathan P. Whitworth
President and Chief Executive Officer

0SG America Fleet

As the largest operator of coastal product tankers and
barges transporting refined petroleum products in the
United States, OSG America offers our customers a
compelling, cost-effective choice for short- or long-haul
seaborne transportation. Our 11 operating product tank-
ers have a cargo carrying capacity between 270,000 and
360,000 barrels each, while our seven double hull tug
barges each carry from 170,000 to 250,000 barrels.

OSG America’'s newbuild fleet, ar vessels under construc-
tion, is made up of five product carriers and one ATB that
is currently being rebuilt to a double hull configuration.

In 2008, four vessels, three new and one
rebuild, are expected to join the OSG
America fleet, followed by 12 more in the
ensuing three years. A larger fleet further
strengthens our leading market position and
provides visible, built-in growth to investors.

! Distributable cash flow and lime charter equivalent (TCE) revenues are non-GAARP financial measures.
See page 5 for & reconciliation of these non-GAAP measures to the most directly comparable GAAP financial measures.
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The Jones Act A vital component of the energy system in the United States, the Jones Act, alsc known as the Merchant
Marine Act of 1920, is a set of federal statutes that protects and enhances the U.S. marine transportation industry. The Jones
Act requires all commercial vessels transporting merchandise between ports in the United States to be built, owned, operated
and manned by U.S. citizens and to be registered under the U.S. flag. The law applies to any vessel operating betwean two
U.S. ports or territories, whether in the continental United States or non-contiguous states. Hundreds of countries throughout
the world have similar cabotage laws and regulations in place for national security and public safety purposes.

615

The map above illustrates the key Jones Act trade routes
for refined petroleum products and the amount of product,
measured in thousands of barrels per day, transported
along these key trade routes.

In addition, we have options to purchase or charter 10
additional vessels: two product carriers, two shuttle
tankers and six tug barges from our sponsor Overseas
Shiphalding Group, Inc., a leading provider of gicbal
energy transportation services with a successful 38-year
track record. These options offer OSG America the
potential to grow cash distributions to unitholders.

Growth Strategy

Qur strategy is straightforward: take advantage of our
built-in fleet growth to provide unitholders with increased
distributable cash flow over time. Consistent with this
approach, we expect to take delivery of three newbuild-
ings and one rebuild vessel during 2008. Building upon
this contracted growth, we expect to take delivery of five
newbuildings during 2009 and another seven between
2010 and 2011. We befieve this expanded fleet will further
strengthen our leading market position and enhances our
ability to take advantage of the positive industry funda-
mentals in the markets in which we currently operate.
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Refined Product Primary Trading Routes

The majarity of OSG America's vessels transport refined
petroleum products in the U.S. coastwise trade over three
major trade routes:

» From refineries located on the U.S. Guif Coast to Florida,
cther lower Atlantic states and through the Panarna
Canal to the U.S. West Coast

* From refineries located in the Northeast to
New England

» From refineries located on the West Coast to Southern
California and Oregon

Furthermore, we are entering new markets, such as the
U.S. ultra-deepwater shuttle tanker trade. Two of our
optional newbuild vessels are slated for this trade begin-
ning in 2010. Access to a $200 million credit facility and
support from our sponsor further strengthen our ability to
expand our fleet and to make acquisitions opportunisti-
cally as they arise.

Positive Industry Dynamics

There are two important benefits about the market in which
we trade: first is the restricted nature of the Jones Act,
which mandates that all vessels transporting cargo between
U.S. ports must be built in the United States, registered
under the U.S. flag, manned by U.S. crews and owned
and operated by U.S. companies. Second are the positive
demand fundamentals in the United States. Demand for
Jones Act product carriers and barges is determined by
domestic demand for refined petroleum products, U.S.
coastal refining capacity and the availability of alternative
modes of transportation. Several factors enhance the




prospects for Jones Act shipping companies and OSG
America including:

* The U.S. Guif Coast to Florida is one of the most
important Jones Act markets due to the absence of
pipelines to service Florida and the state’s growing
demand for refined petroleum products. Qur
feading market share inte Florida, which is one of
the fastest growing states in terms of population,
is 26 percent. In Tampa our leading market share is
47 percent.

¢ U.S. refinery throughput is expected to increase
by 20 percent through 2018, 75 percent of which
will be supplied by U.S. Gulf Coast refineries.?
Following the completion of its newbuilding pro-
gram, OSG America will be poised to benefit from
this increased demand.

+ Newbuilds and existing Jones Act fleet capacity
are not sufficient to cover the required phase-cut
of single hull tank vessels mandated by OPA 90
regulations, which call for the removal of all
non-double hull vessels by 2015. The Jones Act

2 Source: Energy Information Administrationr

LEFT: Delaware Governor Ruth Ann Minner and OSG America CEQ Jonathan Whitworth at the naming of the Overseas Long Beach;
the second in the series of 12 Jonas Act newbuild Product Carriers under construction at the Aker Philadelphia Shipyard.
CENTER: A mix-master valve featured on OSG America’s newbuild Product Carriers, designed to isolate or combine cargo.
RIGHT: Crew onboard the OSG Honour/OSG 214 remove a blank from a manifold prior to cargo discharge.

fleet should decline by 37 percent in 2015°. Con-
sistent with an increased commercial preference
for double hull tonnage, our fleet, which today

is 78 percent double hull, will be 100 percent
double hull by early 2012,

Significant and Growing Contract Coverage

Currently, more than 70 percent of our fleet is on fixed
medium- to long-term charters, which for the fourth
quarter of 2007 represented 73 percent of time charter
equivalent' (TCE) revenue. This fixed charter coverage is
derived from contracts with well-established oil majors
and refiners such as Chevron, Sunoco, BP and Sheill.
Qur newbuild fleet has a similar portfolio of contract
coverage. Eleven of the 16 vessels, or 69 percent, are
already chartered for an average duration of 5% years,
a testament to both our commercial strength and the
strong demand for madern Jones Act tonnage. We
remain committed to operating a significant portion

of our fleet on medium- to long-term fixed rate charters
and expect that our charter coverage and distributable

3 Source: Wilson Gillstte & Co., a petroleum logistics specialist providing research and statistics to the U.S, Flag shipping industry.
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LEFT: An AB Tankerman performs a safety check on a pressure/vacuum valve prior 1o the transfer of cargo. RIGHT: A view from
the upper pilot house of the OSG Honour, perched high above the double hull barge QSG 214, providing maximum visibility for
the captain to connect the tug to the notch.

cash flow will continue to grow as we take delivery of our
newbuilds over time.

Financial Review

From November 15 through December 31, 2007, the
period following our initial public offering, we reported net
income of $3.6 million, operating income of $4.3 million and
TCE revenues of $26.5 million. In line with management
expectations, the Partnership generated $4.3 million of
distributable cash flow for the same period, or approxi-
mately 74 percent of the amount needed to cover the full
payment to all unitholders. We made a full distribution to
all unitholders in the amount of $0.1875 per unit ($1.50 on
an annualized basis) on February 4, 2008 with cash
available at the time of payment. We are on track to meet
our $1.50 distribution to unitholders in 2008.

PAGE 04

in Summary

I am optimistic about the future of OSG America. As we
continue to execute our growth strategy, | lock forward to
collaborating with our talented team of shoreside staff
and mariners who are some of the most committed, ded-
icated people | have worked with in my 23 years in this
industry. | also lock forward to expanding our retationship
with our leading leng-term customers as we continue to
deliver reliable, quality service. We look forward to shar-
ing our progress with you in the future.

Regards,

Jonathan P. Whitworth
President and Chief Executive Officer




Financial Highlights'

(In thousands, except per unit data}

As of Dec, 31, 2007

Balance Sheet Data

Total Assets $651,112
Total Debt $ 89,465
Partners' Capital $540,697
Nov. 15 through Jan. 1 through Year ended
Dec. 31, 2007 Nov. 14, 2007 Dec. 31, 2007
Income Statement Data

Shipping Revenues $31,136 $182,871 $214,007
Operating Income $ 4,254 $ 18,452 $ 22,706
Net Income $ 3,606 $ 5561 $ 9,167

Per Unit Distribution $0.1875%

' Comparative financial information for 2006 is not included herein because this information pertains to operations of OSG Amarica's Predecessor and
because OSG America operated as an independent company only for part of the fourth quarter of 2007.
2 Distribution for the period Novernber 15 to December 31, 2007, tha period OSG America was a publicly traded company.

Reconciliation of Non-GAAP Financial Information

DISTRIBUTABLE CASH FLOW RECONCILIATION
Distributable cash flow represents net income adjusted
for depreciation and amortization expense, undistributed
income from affiliated companies, non-cash charter
hire expense and estimated drydock and replacement
reserves. Distributable cash flow is a quantitative stan-
dard used in the publicly traded partnership investment
community to assist in evaluating a partnership’s ability
to make guarterly cash distributions. Distributable cash
flow is not required by accounting principles generally
accepted in the United States and should not be consid-
ered as an alternative to net income or any other indicator
of the Partnership's performance required by accounting
principles generally accepted in the United States.

The table below reconciles distributable cash flow to net
income as reported in the statements of operations:

Nov. 15, through

{in thousands) Dec. 31, 2007
Net income $ 3,606
Add:
Depreciation and amortization 7,001
Interest expense 665
Distributions from affitiated companies —_
Less:
Equity in income from affiliated companies (2,551)
Cash interest expense {665}
Chartter hire expense 380
Crydocking capital expenditure reserve (2,181}
Replacement capital expenditure reserve (1,942}
Cash available for distribution $4,283

0SG AMERICA L.P. PAGE 05




Reconciliation of Non-GAAP Financial Information (Continued)

TCE RECONCILIATION

Consistent with general practice in the shipping industry,
the Partnership uses TCE revenues, which represents
shipping revenues less voyage expenses, as a measure
to compare revenues generated from voyage charters to
revenues generated from time charters, TCE revenues, a
non-U.S. GAAP measure, provides additional meaningfut
information in conjunction with shipping revenues, the
most directly comparable U.S. GAAP measure, because
it assists management in making decisions regarding the
deployment and use of our vessels and in evaluating their
financial performance.
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The following tabte reconciles TCE revenues to shipping
revenues, as reported in the statements of operations:
Nov. 15 Jan. 1 Year

through through ended
Dec. 31, Nov. 14, Dec. 31,

{in thousands) 2007 2007 2007
TCE revenues $26,470  $156,201 $182,671
Voyage expenses 4,666 26,670 31,336
Shipping revenues $31,136  $182,871  $214,007
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FORWARD-LOOKING STATEMENTS

Statements included in this report which are not historical facts (including statements concerning plans and
objectives of management for future operations or economic performance, or assumptions related thereto) are
forward-looking statements. In addition, we may from time to time make other oral or written statements which are
also forward-looking statements.

Forward-looking statements appear in a number of places and include statements with respect to, among other
things:

* our ability to make cash distributions on the units;
* planned capital expenditures and avaitability of capital resources to fund capital expenditures;

» delays or cost overruns in the building of new vessels, the double-hulling of our remaining single-hull vessets and
scheduled shipyard maintenance;

future supply of, and demand for, oil and refined petroleum products either globally or in particular regions;

risks inherent in marine transportation and vessel operation, including accidents and discharge of pollutants;

the cost and availability of insurance coverage;

* reliance on a limited number of customers for revenue;

future spot market charter rates;
* competition that could affect our market share and revenues;

= potential reductions in the supply of tank vessels due to restrictions set forth by the Qil Pollution Act of 1990 {“OPA
90");

continuation of federal taws restricting U.S. point to point maritime shipping to U.S. vessels;

* changes in domestic refined petroleum product consumption;

changes in U.S. refining capacity;

*

the likelihood of a repeal of, or a delay in the phase-out requirements for, single-hull vessels mandated by OPA 90;

¢ our ability to maintain long-term relationships with our customers;

expected financial flexibility to pursue acquisitions and other expansion opportunities;

our expected cost of complying with OPA 90;

* estimated future maintenance capital expenditures;

our ability to attract and retain experienced, qualified and skilled crewmembers;

expected demand in the domestic tank vessel market in general and the demand for our tank vessels in particular;

* changes in the demand for lightering services;

customers’ increasing emphasis on environmental and safety concerns;
s our future financial condition or results of operations and our future revenues and expenses; and
* our business strategy and other plans and objectives for future acquisitions/cperations.

These forward-looking statements are made based upon management’s current plans, expectations, estimates,
assumptions and beliefs concerning future events impacting us and therefore involve a.number of risks and
uncertainties. We caution that forward-looking statements are not guarantees and that actual results could differ
materially from those expressed or impiied in the forward-iooking statements. Please read “Risk Factors” in ltem 1A.
of this Annual Report for a list of important factors that could cause our actual results of operations or financial
condition to differ from the expectations reflected in these forward-looking statements.

2007 Annual Report 3




PART |

ITEM 1. BUSINESS

Our Partnership

QSG America L.P. (“OSP", “We” or “Us”) is the largest operator, based on barrel-camrying capacity, of U.S. flag
product carriers and barges transporting refined petroleum products. We were formed in 2007 by Overseas
Shipholding Group, Inc. (*OSG") (NYSE: 0SG), a market leader in providing global energy transportation services. We
plan to use the expertise, customer base and reputation of OSG to expand our marine transportation service. Qur
fleet of product carriers and barges consists of sleven product carriers, seven articulated tug barges {*ATBs”),
including cne that is in the process of being converted to a double hull configuration and one conventional tug-barge
unit (“CTB"), with an aggregats carrying capacity of approximately 5.3 million barrels. Alaska Tanker Company, LLC
(“ATC™, a joint venture in which we have a 37.5% ownership interest, transports crude oil from Alaska to the
continental United States using a fleet of five crude-cil tankers with an aggregate carrying capacity of 6.3 million
barrels. OSG owns a 75.5% interest in OSP, including a 2% interest through our general partner, which OSG owns
and controls.

The majority of our vessels transport refined petroleum products in the U.S. “coastwise” trade over three major trade
routes:

» from rofineries located on the Gulf Coast to Florida, Atlantic Coast and the West Coast;
¢ from refineries located on the East Coast to New England; and
« from refineries located on the West Coast to Southern California and Oregon.

The Gulf Coast to Florida trade route is the most important of these trade routes due to the absence of pipelines that
service Florida and Florida's growing demand for refined petroleum products. We also provide lightering services on
the East Coast by transporting crude oil from large crude-oil tankers to refineries in the Delawars River Basin.

Qur market is protected from direct foreign competition by the Merchant Marine Act of 1920 {the “Jones Act”), which
mandates that all vessels transporting cargo between U.S. ports must be built in the United States, registered under
the U.S. flag, manned by U.S. crews and owned and operated by U.S. organized companies that are controlled and
at least 75% owned by U.S. citizens (or awned by other entities meeting U.S. citizenship requirements to own
vessels operating in the U.S. coastwise trade and, in the case of limited partnerships, where the general partner
mests U.S. citizenship requirements for the U.S. coastwise trade). Charter rates for Jones Act vessels have
historically been more stable than those of similar vessels operating in the international shipping markets. We
currently operate 16 of our 18 operating vessels in the U.S. coastwise trade in accordance with the Jones Act and all
of our future scheduled newbuild deliveries will qualify to operate under the Jones Act.

OSG has assigned to us its agreements to bareboat charter five newbuild product carriers from subsidiaries of Aker
American Shipping, Inc. (“Aker”} upcn their delivery from the shipyard between 2008 and earfty 2010. These five
product carriers have already been time chartered to custorners for fixed periods ranging from 3-7 years, which can
be further extended at the customer’'s option. We also have the opportunity to increase the size of our fleet through
the exercise of options granted to us by OSG to:

» purchase up to six newbuild double-hulled ATBs, scheduled for delivery from Bender Shipbuilding &
Repair Co., Inc. (“Bender”) between late 2008 and late 2010; and

* acquire the right to bareboat charter up to two newbuild double-hulled product carriers and up to two newbuild
double-hulled shuttle tankers from Aker, scheduled for delivery between late 2009 and early 2011.

The options to purchase the newbuild ATBs from OSG and the rights to bareboat charter the newbuild product
carriers and shuttle tankers from Aker will be exercisable prior to the first anniversary of the delivery of each vessel.
The exercise of any of the options will be subject to the negotiation of a purchase price.

4 OSG America L.P.




The following chart details the potential growth of our fleet and its aggregate carrying capacity:

Optional
After Product
Scheduled Carriers
At December 31, 2007 Scheduled Deliveries and Phase-out Total
Capacity Deliveries Capacity Barges 2011- Capacity
Vessels (1) {barrels) 2008-2010 Vessels (barrels) 2008-2011 2013 Vessels . (barrels)
(in thousands) (in thousands) (in thousands)
Product
Carriers 11 3,464 5 16 5,084 4 (4} 16 5,056
ATBs (2) 7 1,618 — 7 1,618 6 — 13 3,529
CTBs 2 1 172 — 1 172 e - 1 172
Total
Fleet 19 5,254 5 24 6,874 10 (4) 30 8,757

(1) Does not include the five crude-oil tankers operated by ATC.

(2) Bender is constructing for us two 8,000 horsepower tugs, each with its own ATB coupler system, that are scheduled for delivery in 2008
ard 2009. The first tug will allow us to replace the cnly conventional tug in our fleet and allow us, after minor modifications to the barge,
to convert our only CTB into an ATB.

In 2007, approximately 72% of our revenues were from fixed-rate contracts, which include time-charters, Contracts
of Affreightment (“COA”), and Consecutive Voyage Charters (“CVC™), and the remaining 28% of our revenues were
from single voyage contracts. While the term contracts have an original fixed term of between one and seven years
and currently have an average of two years before they expire, many of our customers are seeking longer-term
contracts. Time charters on the five newbuild product carriers that will be delivered to us between 2008 and early
2010 have an average term of three years. We believe that our strong customer relationships provide a foundation for
stable revenue and long term growth of our business.

Business Strategy
Our primary business objective is to continue to grow our distributable cash flow per unit by executing the following
strategies:

Increase Market Share—We operate the largest fleet of U.S. flag product carriers and barges, based on barrel-
carrying capacity, transporting refined petroleum products. Our bareboat charter of five newbuild product carriers
from Aker and, assuming we exercise all of our options with OSG to bareboat charter two newbuild product carriers
and two newbulld shutife tankers from Aker and to purchase six newbuild ATBs to be constructed by Bender, will
further strengthen our leading position in the Jones Act trade. We will continue to evaluate strategic acquisitions in
order to meet the demand for U.S. flag vessels in a manner that will increase our distributable cash flow.

Capitalize on Relationship with OSG—We intend to use OSG's customer relationships with leading integrated oil
companies and independent refiners to secure longer-term contracts for our vessels.

Generate Stable Cash Flows With High-Quality Charterers—QOur customers are predominantly leading integrated oil
companies and independent refiners. We believe that entering into medium to long-term charters with these
customers will provide us with relatively stable cash flows.

Expand into Related Segments—We believe that our high-quality Jones Act vessels, our reputation for dependable
service and our relationship with OSG will enable OSP to expand into new segments, such as shuttle tankers in the
Gulf of Mexico. In addition, three of the six newbuild ATBs that we have options to purchase from OSG are already
chartered to Sunoco for lightering business in the Delaware Bay.

Emphasize Safety—We have an excellent vessel safsty record and reputation for customer service and support. We
believe that by maintaining a high standard for operational safety and environmental compliance, we will be able to
maintain our leading market position.

Maintain Financial Strength and Flexibility—We intend to maintain financial strength and flexibility so as to enable us
to pursue acquisition opportunities as they arise. We have access to $200 million under our senior secured revolving
credit facility for working capital and acquisitions.

2007 Annual Report 5




We are a Delaware limited partnership formed on May 14, 2007. On November 15, 2007, we completed an initial
public offering of 7,500,000 common units at $19.00 per unit. The commeon units issued to the public represent a
24.5% limited partner interest. OSG America LLC, a wholly owned subsidiary of Overseas Shipholding Group, Inc., is
our sole general partner and has a 2% general partner interest. Other subsidiaries of OSG hold a 73.5% limited
partnership interest,

Our principal executive offices are located at Two Harbour Place, 302 Knights Run Avenue, Suite 1200, Tampa, FL
33602, and our phone number is (813) 209-0600.

Industry

Fleet
Qur fleet consists of nineteen U.S. flag product carriers and barges composed of eleven product carriers, seven ATBs
and one CTB with an aggregate carrying capacity of approximately 5.3 million barrels.

We have:

* agreements to barebeat charter five newbuild product carriers from subsidiaries of Aker upon their delivery from
the shipyard between 2008 and early 2010,

» options to purchase from OSG up to six newbuild ATBs, upon their delivery from Bender between late 2008 and
late 2010; and

.

* options to acquire from OSG the right to bareboat charter up to two newbuild double-hulled product carriers and
up to two newbuild double-hulled shuttle tankers from Aker, upon their delivery from the shipyard between late
2009 and early 2011.

If we purchase and bareboat charter all of these newbuild vessels, and after adjusting for the phase out of the four
single-hull vessels, our fleet will increase from 19 to 30 product carriers and barges and our aggregate carrying
capacity will increase from 5.3 million to 8.8 million barrels. We believe that employing a fleet consisting of product
carriers and ATBs allows us to effactively meet the requirements of various customers in a number of different
markets.
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The following table sets forth information concerning our initial fleet of eleven product carriers, seven ATBs and one
CTB as of December 31, 2007:

. W
Year Buily _C@go Capacity Bare%oa’ﬁ?r{ Charter-Out
Vessel Name Rebuilt DWT Barrels (1)  Expiration Charterer (zy  Expiration
Single-hulled Product Carriers :
Overseas Puget Sound 1983 50,861 356,000 Owned Tesoro TC Feb 2008 (4
Qverseas New QOrleans 1983 42954 306,000 Oct 2011 CITGO TC Jan 2008
Overseas Galena Bay 1882 50,116 356,000 Owned SeaRiver TC Jan 2009
Overseas Philadelphia 1982 43,387 306,000 Nov 2011 Morgan Stanley TC  Jan 2008
Double-hulled Product Carriers
Overseas Diligence 1977 39,732 269,000 Owned sVC —_
Overseas Integrity 1975 39,948 269,000 Owned  Sunoco COA June 2008
Overseas Maremar 1998 47,225 315,000 Owned SVC/COA Dec 2009
Overseas Luxmar 1998 45,999 315,000 Owned SVC/COA Dec 2009
Overseas Houston 2007 46,815 324,000 Feb 2014 (3 Shell TC Mar 2010 {4)
Overseas Long Beach 2007 46,817 324,000 Jun 2014 (3 BP TC Jul 2014 (@)
Overseas Los Angeles 2007 46,815 324,000 Nov 2014 (3 BP TC Nov 2014 @
Double-hulled ATBs (Barge / Tug)
M 209 / OSG Enterprise 1980/2005 25,321 206,000 Owned Marathon TC Nov 2008
0OSG 214 / OSG Honour 1975/2004 26,410 207,000 Owned Marathon TC Nov 2008
0SG 254 / OSG Intrepid 1970/2002 31,605 250,000 OCwned Valero TC Aug 2010
M 252 / Navigator 1972/2002 30,933 250,000 Owned  Chevron CVC June 2009
M 244 / Seafarer (5) 1971/2001 29,042 238,000 Owned Chevron CVC June 2009
0SG 242 / OSG Columbia 1981/2007 25,680 234,299 Owned sSvVC —
O8G 243 / OSG Independence(s) 1982/Being 25,216 234,299 Owned Being Retrofitted N/A
Retrofitted
Double-hulled CTBs (Barge / Tug)
M 182 / Freedom (7) 1979/1998 21,914 172,000 Owned Sunoco TC Feb 2008 (4}

iy
@
&

(4
(5
)

@

Barrels at 98% capacity.

TC: Time Charter, COA: Contract of Affreightment, CVC: Consecutive Voyage Charter, SVC: Spot Voyage Charter,

Bareboat-In expiration date shown is the expiration date of initial bareboat charter period {end of minimum commitment period). The term
of each bareboat charter may be extended at our option for varying periods up to the entire useful life of the vessel.

Charter-Qut expiration dates refer to end of the firm charter period. Charterer has option to extend for varying additional periods.

Upon delivery of our new 8,000 horsepower tug OSG Endurance, we plan to sell Seafarer.

This ATB is currently undergoing expansion and conversion to double-hull configuration and is scheduled to re-enter service in the

second quarter of 2008.

Upon delivery of our new 8,000 horsepower tug OSG Courageous, we plan to sell Freadom.

Newhuilds
0OSG has contributed to us, without any further cbligation to OSG, the membership interests in subsidiaries that have

entered into bareboat charters for five Jones Act product carriers to be constructed by Aker Philadelphia

Shipyard, Inc. (*APSI") and scheduled for delivery between 2008 and early 2010; and subsidiaries that have entered
into shipbuilding contracts with Bender for the construction of two tugs. With respect to the five product carriers we
are committed to bareboat charter from Aker, we are only required to pay charter hire once the product carriers have
been delivered. Please read “Bareboat Charters from Aker of Our Newbuilds.” With respect to the tugs we are
committed to purchase, we will be responsible for all remaining payments due under the shipbuilding contracts,
which we expect will be approximatety $23 million.
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The following table sets forth information concerning the five newbuild product carriers to be constructed by Aker
that we have agreed to bareboat charter from subsidiaries of Aker and two tugs under construction by Bender that
we have agreed to acquire, which wiil replace two older tugs currently included in our Initial fleet shown above.

Expected

Deiivery __argo Capacity Bareboat-In Charter-Cut

Vessel Name Date DWT  Barrels (1) Expiration  Charterer (2 Expiration
Double-hulled Product Carriers

Overseas New York 2008 46,815 324,000 May 2015 (3 Shell TC  May 2011 (4

Overseas Texas City 2008 46,815 324,000  Sep 2015 (3} BP TC  Sep 2011 (g

Qverseas Boston 2009 46,815 324,000 Jan 2014 3 Tesoro TC Jan 2012 (2

Overseas Nikiski 2009 46,815 324,000 May 2014 (3 Tesoro TC  May 2012 (4)

Overseas Anacortes 2010 46,815 324,000 May 2015 (3 Tesoro TC  May 2013 (@)
8,000 Horsepower Tugs

0OSG Courageous 2008

OSG Endurance 2009

U]
@
@

@

Barrels at 98% capacity.

TC: Time Charter.

Bareboat-In expiration date shown is the expiration date of firm charter period (end of minimum comrmitment period}. The term of each
bareboat charter may be extended at our option for varying periods up to the entire useful life of the vessel.

Charter-Out expiration dates refer to end of the firm charter period. Charterer has option to axtend for varying additional periods.

Optional Vessels .
Pursuant to our omnibus agreement with OSG, we have options to purchase up to six newbuild ATBs scheduled for
delivery from Bender between late 2008 and late 2010 and to acquire from OSG the right to bareboat charter up to
two newbuild double-hulled product carriers and up to two newbuild double-hulled shuttle tankers from Aker,
scheduled for delivery between late 2009 and early 2011. The following table sets forth information concerning the
six newbuild ATBs for which we have options to purchase and twe newbuild double-hulled product carriers and two
newbuild double-hulled shuttle tankers for which we have options to bareboat charter:

E g Owned/
ecte . —_-
B%HVQW Cargo Capacity Bareboat-In Charter-Out
Vessel Name Date DWT  Barrels (1) Expiration Charterer {2) Expiration
Double-hulled Product Carriers
Overseas Martinez 2010 46,815 324,000 Jan 2015 (3) Tesoro TC  Jan 2013 {4
Overseas Tampa 2011 46,815 324,000 Mar 2021 (3) — —
Double-hulled Shuttle Tankers
Overseas Chinook 2010 (5) 46,815 324,000 Sep 20193} Petrobras TC  Jan 2015 (4
Overseas Cascade 2011 (57 46,815 324,000 Nov 2020 @3 Petrobras TC  Mar 2015 (@)
Double-hulled ATBs (Barge/Tug)
0OS5G 350 / OSG Vision 2008 45,556 347,000 Owned Sunoco COA Oct 2018
0OSG 351 / OSG Quest 2009 45,556 347,000 Owned Sunoco COA Oct 2018
0SG 352 / OSG Horizon 2009 45,556 347,000 Owned Sunoco COA Oct 2018
085G 296 / OSG Endeavor 2008 37,187 290,000 Owned - —
OSG 297 / OSG Mariner 2010 37,187 290,000 Owned — —
0OSG 298 / OSG Discovery 2010 37,187 290,000 Owned — —

)
@
3

4
&

Barrels at 98% capacity.
TC: Time Charter, COA: Contract of Affreightment,

Bareboat-In expiration date shown is the expiration date of initial bareboat charter period {end of minimumn commitment period). The term

of each bareboat charter may be extended at our option for varying periods for up to the entire useful life of the vessel.

Charter-Out expiration dates refer to end of the firm charter peried. Charterer has option to extend for varying additicnal periods.

Scheduled delivery date shown is for the completion of the conversion of the preduct carrier to a shuttle tanker.
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Barebhoat Charters from Aker of Qur Newbuilds

General
We believe that employing a fleet of both owned and bareboat chartered vessels provides us operational and
financial flexibility. Our vessels that are bareboat chartered provide us with several advantages including:

+ they do not require any initial capital investment and the bareboat hire payments commence only when the vessels
have been delivered to us, thus allowing us to maintain a more conservative capital structure and to generate
higher returns on capital for our unitholders;

+ they provide us with significant choices and flexibility through our unlimited options to extend the term of the
charter;

* they allow us to control the size of our fleet to optimize utilization of our vessels; and
» they provide us the opportunity to upgrade our fleet, as more technologically advanced vessels are constructed.

In June 2005, OSG entered into bareboat charters for ten Jones Act product carriers to be constructed by APSI and
scheduled for delivery between 2007 and 2010. Following completion of construction the vessels are sold to leasing
subsidiaries of American Shipping Corporation, a subsidiary of Aker and an affiliate of APSI, that in turn bareboat
charter the vessels to OSG. In February 2007, OSG agreed in principle to bareboat charter up to six additional Jones
Act product carriers scheduled for delivery between 2010 and 2011. In October 2007, OSG entered into bareboat
charters for two additional vessels, the Overseas Cascade and the Overseas Chinook, and the prior agreement in
principle for six additional vessels was terminated. The bareboat charters of sight of the original ten vessels have
been assigned to us and we have options to acquire from OSG the right to bareboat charter up to all four of the
remaining vessels, which include the Overseas Cascade and the Overseas Chinook,

Terms of the Bareboat Charters

The initial terms of the bareboat charters vary in length from five, seven and ten years. We have the right to extend
the initial terms for an unlimited number of times for renewal periods of one, three or five years upon 12 months’
advance notice, provided, however, that our right to a one-year extension may only be exercised once. Under the
bareboat charters, we are required to pay charter hire on a “hell-or-high-water” basis. This means that, except in the -
case of an “Event of Loss” as defined in the bareboat charter, we will be required to pay the agreed bareboat charter
hire whether or not the vessel is available to us for charter to our customers. We are also responsible for all operating
costs, including the cost of repairs, maintenance, drydocking, spares, stores, hull and machinery insurance, war risk
insurance and protection and indemnity insurance coverage for each vessel for the benefit of the owner and its
lenders. The bareboat charter rate for each option period is subject to increase based upon the increase, if any, in
the interest rate payable by Aker on the related vessel debt above a stated amount.

We have also provided Aker a guaranty of the payment and performance of the obligations of our subsidiaries under
the bareboat charters, other than any obligations relating to or arising in connection with any envirenmental laws or
liabilities. Further, we have provided Aker with a limited indemnity of losses with respect to each of the vessels that
our subsidiaries bareboat charter from Aker arising out of any environmental liability excluded from our guaranty if the
losses arose from an incident not fully covered by insurance and the unavailability or insufficiency of insurance is
determined to have occurred as a result of a breach by us of the provisions of the bareboat charter. Qur indemnity is
limited to an amount equal to the lesser of {1) the cutstanding principal amount of Aker’s loans solely atiributable to
the vessel and (2) a notional loan balance attributable to the vessel.

Profit Sharing

We have time chartered-out the eigﬁt vessels we have bareboat chartered-in from Aker to OSG Product

Tankers, LLC, an entity that is indirectly owned by us and Aker and in which OSG has no direct equity interest. OSG
Product Tankers, LLC has in turn time chartered the vessels to customers for fixed terms of between three and seven
years, which terms can be further extended at the customer’s 'option. The effect of the ownership structure of OSG
Product Tankers, LLC and the other limited liability companies owned by OSG and Aker is to share profits between
us and Aker, or OSG and Aker, respectively, at a rate of 51%/43%, respectively.

The time charter hire paid by OSG Product Tankers, LLC to us is equal to the sum of the bareboat charter hire paid
by us to Aker, our cost of operating the vessels, a management fee and a fixed charge payable to us. Profit is
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calcutated as the difference between the time charter hire paid by customers to OSG Product Tankers, LLC and the
time charter hire paid by OSG Product Tankers, LLC to us. During any period that the amount of time charter hire
paid by the customer to OSG Product Tankers, LLC is insufficient to pay the full amount of the time charter hire
payable by OSG Product Tankers, LLC, we have agreed to advance the amount of any such shortfall to OSG Product
Tankers, LLC. In general, advances are repaid to us quarterly, provided that such obligation to repay the advances is
subject to reduction at the end of the calendar year in which the advances are made by the amount of the fixed
charge paid to us during such year. If any advances remain unpaid at the end of the following calendar year, such
advances will terminate without being repaid. Aker is not entitled to receive profit sharing while any advances are
outstanding.

In the event we exercise our options to acquire the right to bareboat charter one or both of the Overseas Martinez
and the Overseas Tampa, we will similarly time charter-out these vessels to OSG Product Tankers, LLC. Until such
time as we exercise our options, these two vessels will be time chartered by 0SG to OSG Product Tankers

Martinez, LLC (“*New Martinez Time Charterer”), a limited liability company indirectly owned by OSG and Aker and in
which we have nc equity interest. If we exercise any of our options to acquire the right to bareboat charter one or
both of the newbuild shuttle tankers from Aker, the Overseas Cascade and the Overseas Chinook, we will time
charter-out these vessels to OSG Shuttle Tankers Chinook, LLC, a limited liability company indirectly cwned by us
and Aker and in which OSG has no direct equity interest. During the time that we have not exercised our options to
acquire the right to the bareboat charters of the Overseas Martinez, Overseas Tampa, Overseas Cascade or Overseas
Chinook, OSG has agreed to make advances to New Martinez Time Charterer and the limited liability company
organized by OSG and Aker to be the time charterer of the Overseas Cascade and the Overseas Chinook {such
newly formed entity together with the New Martinez Time Charterer, the “New OSG Time GCharterers™ to fund the
difference between time charter hire paid to such New OSG Time Charterer by its customers and the amount of time
charter hire payable by such New OSG Time Charterer. 0SG's advances with respect to a New OSG Time Charterer
are subject to reduction and termination by the amount of the fixed charge paid to 0OSG by such New OSG Time
Charterer in the same manner as our advances to OSG Product Tankers, LLC.

To maintain the economics of the profit sharing arrangement with Aker with respect to the vessels we have bareboat
chartered-in from Aker, we and OSG have agreed with Aker that for so long as we have not exercised the options to
acquire the right to bareboat charter-in both the Overseas Martinez and the Overseas Tampa, all calculations of
advances and profit sharing shall be made as if OSG Product Tankers, LLC and New Martinez Time Charterer were a
single entity. This arrangement may result in, among other things, both us and OSG making or receiving repayment of
greater or lesser advances than would be the case absent this agreement. However, we have agreed with OSG for
each to reimburse the other in such amount as may be necessary so that the distributions we receive and the
advances we make are the same as would have been the case absent such agreement with Aker. A similar situation
could arise if we exercise our option to acquire the right to bareboat charter-in from Aker one but not both of the
Overseas Cascade and Overseas Chinook.

Pocling Agreement

We are party to a pooling agreement with OSG, OSG Ship Management, Inc. (*OSGM"), New Martinez Time
Charterer and certain other subsidiaries of OSG under which the TCE revenues from all Jones Act product carriers
owned or operated by OSG (and certain of its subsidiaries), us and the New Martinez Time Charterer are allocated
among the pool vessels according to an agreed-upon formula. The formula gives effect to each product carrier’s
performance, taking into account factors such as carrying capacity, speed, fuel consumption, and the number of
days that the vesse! was available for employment during the relevant time period. The formula is subject to review
and adjustment by the parties every six months. The pooling arrangement was established to provide for the
common marketing, commercial operation and employment of our product carriers, thereby eliminating any conflict of
interest that might arise from OSG's commercial management of product carriers from which it earns 100% of the
profit and the product carriers bareboat chartered from Aker, from which it earns 51% of the profit. The pooling
agreement does not have an established term of duration, but product carriers will cease to be subject to the
agreement when it is no longer controlled by a pool member.

All of our existing and future tank vessels engaged in the Jones Act trade of transporting refined petroleum products
are subject to the pooling agreement. However, as of December 31, 2007 only nine of our eighteen tank vessels
participated in the pool because under the terms of the pooling agreement, only those vessels not subject to an
existing time charter at the delivery of the Overseas Houston were required to be included in the poot. The vessels
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are subject to a time charter at such time will participate in the pool upon the expiration of such time charter {or any
renewals or extensions of such time charter}.

Aker's Debt and Deferred Principal Obligation

Under the bareboat charters for the first ten vessels ordered from Aker, the bareboat charterer has the right to help
Aker improve the terms of its debt financing for the vessels, including without limitation, by reducing the interest rate
or extending the principal amortization schedule and, if successful, to reap the benefit through a reduced bareboat
charter rate during the term in which the benefit is obtained.

To the extent that a longer principal amortization schedule results in an increased amount of debt outstanding at the
end of the initial or optional terms, a Deferred Principal Obligation {("DPQ") is created In the form of an interest-
bearing obligation to be amortized in equal quarterly installments over the remaining useful life of the vessel and
added to the bareboat charter hire paid. Additional profit sharing earned by Aker wiil reduce the DPO dollar for dolfar
during the initial term of the bareboat charters. If the charterer fails to renew the barsboat charter, the remaining DPO
becomes payable upon redelivery of the vessel.

In August 2005, OSG assisted Aker with a financing of the first five vessels which gave rise to a DPO that accrues on
a daily basis over the seven year initial term of the five charters to a maximum liability of $7 million per vessel, or
$35 million in total, As a result of the assignment of these bareboat charters to us, we will pay the reduced bareboat
rate and assume the DPO liability. If the charters are not extended, the liability is immediately payable upon redelivery
of the vessels to Aker. If, on the other hand, the charters are extended, the liability is repaid over 18 years; but, if at
any time during those 18 years the charters are discontinued, the remaining balance of the liability is immediately
payable upon redelivery of the vessels. The DPO liability that accrues on each of the five vessels each year during
the inltial term is reduced by the increase in profit sharing paid by OSG Product Tankers, LLC to Aker resufting from
the reduction in the bareboat rate. We will account for the DPO liability that accrues each year as additional bareboat
charter hire expense.

Maritime Security Program (“MSP”)

The Maritime Administration of the Department of Transportation administers the MSF, which is intended to support
the operation of up to 60 U.S. flag vessels in the foreign commerce of the United States to make available a fleet of
active, commercially viable, privately owned vessels to the Department of Defense during times of war or national
emergency.

Payments are made under the MSP to vessel operators, including OSG and us, to help offset the high cost of
employing a U.S. crew. These payments equal $2.6 million per ship per year for 2007 and 2008, $2.9 miillion per ship
per year for 2009 through 2011 and $3.1 million per ship per year for 2012 through 2015.

We own and operate two foreign-built U.S. flag product carriers, the Overseas Maremar and Overseas Luxmar, that
are entered in the MSP. These two product carriers are not eligible to operate in the Jones Act trade because they
were not built in the United States.

Management of Ship Operations, Administration and Safety

0SG provides to us, through its subsidiary OSGM, expertise that allows for the safe, efficient and cost-effective
operation for our vessels. Pursuant to the management agreement and an administrative services agreement entered
into with OSGM we have access to:

» Human resources, financial and other administrative functions, including:
— bookkeeping, audit and accounting services;
— administrative and clerical services;
— banking and financial services; and
— client and investor relations services.
» Technical and commercial management services including:

— commercial management of our vessels;
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— vessel maintenance and crewing;
— purchasing and insurance; and
— shipyard supervision.

For more information on the management and administrative services agreements we have with OSGM, please read
“Certain Relationships and Related Transactions—Management Agreement” and “Certain Relationships and Related
Party Transactions—Administrative Services Agreement.”

Our Investment in Alaska Tanker Company, LLC

We own a 37.5% interest in Alaska Tanker Company, LLC (*ATC"). ATC is a joint venture that was formed in 1999 by
OSG, Keystone Alaska, LLC and BP Oil Shipping USA, Inc. (“BP”) to consolidate the management of BP's Alaskan
crude oil shipping operations. As a result, ATC has the exclusive right to transport all of BP’s Alaskan oil and natural
gas. ATC currently bareboat charters and operates five crude-oil tankers that transport Alaskan crude oil for BP from
the Trans Alaska Pipeline terminus in Valdez, Alaska to a number of refineries on the West Coast. Four of these
vessels are 185,000 dwt “Alaska Class” tankers, which were purpose-bullt for the Alaska crude trade by NASSCO, a
San Diego shipyard owned by General Dynamics Corporation, between 2004 and 2006. These four vessels have
double-hulls and redundant propulsion and steering systems. ATC is time chartering these four vessels to BP until
2023. The fifth vessel is a double-hulled crude-oil tanker of 125,000 dwt that was built in 1979 and is subject to a
time charter to BP expiring at the end of 2011.

The time charter revenue ATC recelves under each time charter is equal to the sum of;

* the bareboat hire it pays to the vessel owner;

* the actual vesse! operating costs it incurs;

» full reimbursement of actual overhead expenses as allocated on a per-vesse! basis; and
+ incentive hire for the achievement of certain operational and safety benchmarks,

The incentive hire earned by ATC effectively constitutes its net Income and is distributed to its members, based upon
their ownership interest in ATC, once a year in the first quarter of the subsequent year. The dividend paid to all
members in respect of the year ended December 31, 2007, was $15.3 millior.

QOur Customers

Our two fargest customers in 2007 based on gross revenue were Chevron and Marathon, each of which accounted
for more than 10% of our consolidated revenues for those periods. No other customer accounted for more than 10%
of our consclidated revenues for those periods. See Note B to the consolidated financial statements in ltem 8 of this
report.

Preventative Maintenance

OSGM is responsible for the maintenance of our fleet. OSGM has a computerized preventative maintenance program
that tracks U.S. Coast Guard and Arnerican Bureau of Shipping inspection schedules and establishes a system for
the reporting and handling of routine maintenance and repair.

Vessels utilize a computerized maintenance system that provides for daily inputs, which are used to note conditions
that may require maintenance or repair. Vessel superintendents are rasponsible for reviewing these entries, inspecting
identified discrepancies, assigning a priority classification and generating work orders. Work orders establish job type,
assign personnel responsible for the task and record target start and completion dates. Vessel superintendents
inspect repairs completed by the crew, supervise outside contractors as needed and conduct follow-up inspections.
Drills and training exercises are conducted in conjunction with these inspections, which are typically more
comprehensive in scope. In addition, an operations duty officer is available on a 24-hour basis to handie any
operational issues, In addition, a qualified individual is prepared to respond on scene whenever required and is
trained in spill control and emergency response.

The American Bureau of Shipping and the U.S. Coast Guard establish drydocking schedules. Prior to sending a
vessel to a shipyard, we develop comprehensive work lists to ensure all required work is completed. Shipyard
facilities bid on these work lists, and jobs are awarded based on price and time to complete. Vessels then clean to
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prepare for the shipyard. Once the vessel is gas-free, a certified marine chemist issues paperwork certifying that no
dangerous vapors are present. The vessel proceeds to the shipyard where the vessel superintendent and certain crew
members assist in performing the required work. The drydock period is considered complete when all work has been
tested to the satisfaction of American Bureau of Shipping or U.S. Coast Guard inspectors or both and us.

Safety

General

OSGM is responsible for managing our health and safety programs. OSGM is committed to operating our vessels in
a manner that protects the safety and health of our employees, the general public and the environment. its primary
goa! is to minimize the number of safety and health related accidents Involving our vessels and considerable effort is
devoted to avoiding persenal injuries and reducing occupational health hazards and preventing accidents that may
cause damage to our personnel, equipment or the environment. OSGM is committed to reducing harmful emissions
from our vessels and to the safe management of waste generated by cargo residues and tank cleaning.

OSGM's policy is to follow all applicable laws and regulations and actively participate with government, trade
organizations and the public in creating responsible laws, regulations and standards to safeguard the workplace, the
community and the environment. OSGM identifies areas that may require special training, including new initiatives
that are evolving within the industry. Its Marine Personnel department is responsibte for all training, whether
conducted in-house or at an independent training facility.

Vessel Characteristics

All of our vessels are subject to U.S. Coast Guard inspection and classification by the ABS. In addition, air quality
regulations require our vessels to be fitted to prevent the release of any cargo fumes or vapors into the atmosphere.
Each of our product carriers and barges that transports refined petroleum products has been outfitted with a vapor '
recovery system that connects the cargo tanks to the shore terminal via pipe and hose to return to the plant the
vapors generated while loading. Cur product carriers and barges have alarms that indicate when the tank is full {98%
of capacity) in order to alert the operator of the risk of overfiling one or more tanks.

Safety Management Systems

OSGM has developed and implemented a Safety Management System (“SMS7) for our entire fleet that is

SO 9001:2000 and ISO 14001:2004 certified. It incorporates the requirements of the International Safety
Management (“ISM") system and the American Waterways Operators Responsible Carrier Program. The SMS is
designed to be a framework for continuously improving our operational and safety performance by incorporating
industry best practices in the areas of management and administration and equipment and inspection. The program
is designed to complement and expand on existing governmental regulations requiring, in many instances, that our
safety and training standards exceed those required by federal law or regulation.

All of our vessels are currantly certified under the standards of the ISM system. The iSM standards were promulgated
by the International Maritime Organization (“IMO") several years ago and have been adopted through treaty by many
IMO member countries, including the United States.

Major Qil Company Vetting Process

Shipping, especially the carriage of crude oil and refined petroleum product carriers and barges operating in the
Jones Act trade, has been, and will remain heavily regulated by the federal government, the IMO and classification
societies such as the American Bureau of Shipping. Furthermore, concerns for the environment and public image
have led the major oil companies to develop and implement a strict due diligence process when selecting their
commercial shipping partners to ensure risk exposure is managed using pre-defined acceptance criteria. The vetting
process has therefore evolved into a sophisticated and comprehensive assessment of both the vessel and the vessel
operator.

While numerous factors are considered and evaluated prior to a commercial decision, major oil companies through
their association, Qil Companies International Marine Forum (*OCIMF™), have developed and implemented two basic
tocls: a Ship Inspection Report Program (*SIRE”) and the Tanker Management Self Assessment (“TMSA”") Program.
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The SIRE ship inspection process is based upon a thorough vessel inspection performed by accredited OCIMF
inspectors, resulting in a report being generated and available for viewing by all OCIMF membars. The report is an
important element of the ship evaluation undertaken by any major oil company when a commercial need exists.

The TMSA Program, a recent addition to the risk assessment tools used by major oil companies, is composed of a
set of key performance indicators against which a tanker management company must self assess their compliance
and submit the results to the major oil companies for their evaluation. The tanker management company is expected
to develop a comprehensive plan for full compliance with both the key performance indicators and the best practices
identified in the TMSA Program. Major oil companies will then use the submitted results as a baseline when
performing management audits to determine if the tanker management company is in fact operating in accordance
with expectations.

Based upon commercial needs, there are three levels of assessment used by the major oil companies: (1) terminal
use, which will clear a vessel to call at one of the major oil company’s terminals; (2) voyage charter, which will clear
the vessel for a single voyage; and (3) term charter, which will clear the vessel for use for an extended period of time.
The depth, complexity and difficulty of each of these levels of assessment vary.

While for the terminal use and voyage charter relationships a ship inspection and the operator’s TMSA will be
sufficient for the major oil company's assessment, a term charter relationship might also require a thorough office
audit, The major cil company will then review SIRE reports and TMSA submissions, as well as the vessel's status
with the U.S. Coast Guard and the American Bureau of Shipping.

OSG and OSGM have undergone and successfully completed numerous audits by major international oil companies
in the past and we are well positioned to be a carrier of choice in the Jones Act trade.

Classification, Inspection and Certification :

In accordance with standard industry practice, all of our vessels have been certified as being “in-class” by the
American Bureau of Shipping. The American Bureau of Shipping is one of several internationally recognized
classification societies that inspect vessels at regularly scheduled intervals to ensure compliance with structura)
standards and certain applicable safety regulations. Most insurance underwriters require an “in-class” certification by
a classification society before they will extend coverage to a vessel. The classification society certifies that the
pertinent vessel has been built and maintained in accordance with the rules of the society and complies with
applicable rules and regulations of the vessel's country of registry and the international conventions of which that
country Is a member. Inspections are conducted on our vessels by a surveyor of the classification society in three
types of surveys of varying frequency and thoroughness: (1) annual surveys, (2) an intermediate survey every two to
three years, and (3) a special survey every four to five years. As part of the intermediate survey, a vessel may be
required to be drydocked or have an underwater survey every 24 to 36 months for inspection of its underwater parts
and for any necessary repair work related to such inspection.

Our vessels are also inspected at periodic intervals by the U.S. Coast Guard to ensure compliance with federal safety
and security regulations. All of our cargo carrying vessels carry Certificates of Inspection issued by the U.S. Coast
Guard.

Our vessels and shoreside operations are also inspected and audited periodically by our customers, in some cases
as a precondition to chartering our vessels. We maintain all necessary approvals required for our vessels to operate
in their normal trade. We believe that the high quality of our vessels, our crews and our shoreside staff are -
advantages when competing against other vessel operators.

Insurance and Risk Management

We believe that OSGM has arranged for adequate insurance coverage to protect against the accident-related risks
involved in the conduct of our business and risks of liability for environmental damage and pollution, consistent with
industry practice. We cannot assure you, however, that all risks are adequately insured against, that any particular
claims will be paid or that we will be able to procure adequate insurance coverage at commercially reasonable rates
in the future,

Our hull and machinery insurance covers risks of actual or constructive loss from collision, fire, grounding, engine
breakdown and other casualties up to an agreed value per vessel. Qur war-risks insurance covers risks of
confiscation, seizure, capture, vandalism, sabotage and other war-related risks. Our commercial loss-of-hire insurance

14 OSG America L.P.




poficy covers us for loss of revenue during extended vessel off-hire periods due to casualties covered by our hull and
machinery coverage. We believe that this type of coverage reduces our exposure to large drops in revenue due to
catastrophic events.

Our protection and indemnity insurance covers third-party liabilities and other related expenses from, among other
things, injury or death of crew, passengers and other third parties, claims arising from collisions, damage to cargo,
damage to third-party property, past asbestos exposure and pollution arising from il or other substances. Our
current protection and indemnity insurance coverage for pollution is $1 billion per incident and is provided by the UK
Club and GARD, each of which is a member of the International Group of P&l Clubs. The protection and indemnity
mutual assurance associations that comprise the International Group of P&l Clubs insure approximately 90% of the
world's commercial tonnage and have entered into a pooling agreement to reinsure each association’s iiabilities. Each
protection and indemnity association has capped its exposure to this pooling agreement at approximately

$5.45 billion per non-pollution incident. As a member of the UK Club and GARD, we are subject to periodic
assessments payable to the associations based on our claims record, as well as the claims record of all other
members of the individual associations and members of the UK Club and GARD.

Regulation
Our operations are subject to significant international, federal, state and local regulation, the principal provisions of
which are described below.

Environmental

General

Government environmental regulation significantly affects the ownership and operation of our vessels. Our vessels are
subject to international conventions, federal, state and local laws and regulations relating to safety and health and
environmental protection, including the generation, storage, handling, emission, transportation and discharge of
hazardous and non-hazardous materials. We have incurred, and will continue to incur, substantial costs to meet
environmental requirements. Although we believe that we are in substantial compliance with applicable safety and
health and environmental laws and regulations, we cannct predict the ultimate cost of complying with these
requirements or the impact of these requirements on the resale value or useful lives of our vessels. The recent trend
in environmental legislation is toward more stringent requirements and we believe this trend will continue. In addition,
a future serious marine incident occurring in U.S. or international waters that resuilts in significant oil pollution or
otherwise causes significant environmental impact could result in additional legislation or regulation.

Various governmental and quasi-governmental agencies require us to obtain permits, licenses and certificates for the
operation of our vessels. While we believe that we have all permits, licenses and certificates necessary for the
conduct of our operations, frequently changing and increasingly stringent requirements, future non-compliance or
failure to maintain necessary permits or approvals could require us to incur substantial costs or temporarily suspend
operation of one or more of our vessels.

We maintain operating standards for all of our vessels that emphasize operational safety, quality maintenance,
continuous training of our crews, officers and shoreside staff, care for the environment and compliance with U.S.
regulations, Our vessels are subject to both scheduled and unscheduled inspections by a variety of governmental
and private entities, each of which may have unique requirements. These entities include the local port authorities
{U.S. Coast Guard or other port authorities), classification societies and charterers, particularly terminal operators and
cil companies.

We manage our exposure to losses from potential discharges of pollutants through the use of well maintained,
managed and equipped vessels, a comprehensive safety and environmental program, including a maritime
compliance program, and our insurance program. Moreover, we believe we will be able to accommodate reasonably
foreseeable environmental regulatory changes. However, the risks of substantial costs, liabilities and penalties are
inherent in marine operations, including potential criminal prosecution and civil penalties for discharge of pollutants.
As a result, there can be no assurance that any new regulations or requirements or any discharge of pollutants by us
will not have a material adverse effect on us.
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The Oil Pollution Act of 1990

The Qil Pollution Act of 1990 (“OPA 907) established an extensive regulatory and liability regime for the protection
and cleanup of the environment from oil spills. OPA 90 affects all vessels trading in U.S. waters, including the
exclusive economic zone extending 200 miles seaward. OPA 80 sets forth various technical and operating
requirements for vessels operating in U.S. waters. In general, all newly-built or converted vessels carrying crude oil
and petroleum-based products in U.S. waters must be built with double hulls. Existing single-hulled, double-sided or
double-bottomed vessels must be phased out of service by 2015 based on their tonnage and age. Our double-hull
ATBs were successfully rebuilt to comply with OPA 90 using OSG's patented double-hulling process. The majority of
our current fleet is double-hulled in terms of barrel-carrying capacity. Our four non-double hull broduct carriers are
due to be phased out under OFA 90 according to the following schedule:

OPA. 90 Retrofit/

Vessel Name Phase-Qut Date
Overseas Philadelphia May 2012
Overseas Galena Bay October 2012
Overseas Puget Sound May 2013
Overseas New Orleans June 2013

Our bareboat charters for Overseas New Orleans and Overseas Philadelphia expire in October 2011 and November
2011, respectively, at which time we plan to return these product carriers to their owner because they are poor
candidates for retrofitting due to their size and single-hull configuration. While the remaining two vessels, Overseas
Puget Sound and Overseas Galena Bay, are better candidates for retrofitting because they are larger and have
double-bottoms, we have not decided whether to double-hull these vessels. We will base our final decision on the
cost of shipyard work for retrofitting these vessels, market conditions, charter rates, the availability and cost of
financing and other customary factors governing investment decisions.

Under OPA 90, owners or operators of vessels operating in U.S. waters must file vesse! spill response plans with the
U.S. Coast Guard and operate in compliance with these plans. These vessel response plans must, among other
things:

* address a “worst case” scenario and identify and ensure, through contract or other approved means, the
availability of necessary private response resources;

* describe crew training and drills; and

* identify a qualified individual with specific authority and responsibility to implement removal actions in the event of
an oil spill.

Our vessel response plans have been accepted by the U.S. Coast Guard and all of our vessel crew members and
spill management team personnel have been trained to comply with these guidelines. In addition, we conduct regular
cil-splill response drills in accordance with the guidelines sat out in CPA 90. We believe that all of our vessels are in
substantial compliance with OPA 90.

Environmental Spill and Release Liability

OPA 90 and various state laws have substantially increased the statutory liability of owners and operators of vessels
for the discharge or substantial threat of a discharge of petroleum and the resulting damages, both as to the limits of
liability and the scope of damages. OPA 90 imposes joint and several strict liability on responsible parties, including
owners, operators and bareboat charterers, for all containment and clean-up costs and other damages arising from
spills attributable to their vessels. A complete defense is available only when the responsible party establishes that it
exercised due care and took precautions against foreseeable acts or omissions of third parties and when the spill is
caused solely by an act of God, act of war (including civil war and insurrection) or a third party other than an
employee or agent or party in a contractual relationship with the responsible party. These limited defenses may be
lost if the responsible party fails to report the incident or reasonably cooperate with the appropriate authorities or
refuses to comply with an order concerning clean-up activities. Even if the spill is caused solely by a third party, the
owner or operator must pay removal costs and damage claims and then seek reimbursement from the third party or
the trust fund established under OPA 90. Finally, in certain circumstances invelving oil spills from vessels, OPA 80
and other environmental laws may impose criminal liability on personnel and the corporate entity.
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OPA 80 previously limited the liability of each responsible party for a product carrier or barge that is over 3,000 gross
tons to the greater of $1,200 per gross ton or $10 million per discharge. Hawever, amendments to OPA 90 signed
into law on July 11, 2006 increased these limits on the liability of responsible parties to the greater of $1,900 per
gross ton or $16 million per double-hull product carrier or barge that is over 3,000 gross tons, This limit does not
apply where the spill is caused by gross negligence or willful misconduct of, or a violation of an applicable federai
safety, construction or operating regulation by, a responsible party or its agent or employee or a person acting
pursuant to a contractual relationship with the responsible party. The right to limitation will also be lost if the
responsible party fails to report an oil spill, fails to cooperate with governmental authorities in spill removal efforts or
fails to comply with a governmental spill removal order.

In addition to removal costs, OPA 90 provides for recovery of damages, including:

» natural resource damages and related assessment costs;

» real and personal property damages;

* net loss of taxes, royalties, rents, fees and other lost revenues;

* net cost of public services necessitated by a spill response, such as protection from fire, safety or health hazards,

» loss of profits or impalrment of earning capacity due to the injury, destruction or loss of real property, personal
property and natural resources; and

* |oss of subsistence use of natural resources.

OPA 90 imposes financial responsibility requirements for petroleum product carriers and barges operating in U.S.
waters and requires owners and operators of such vessels to establish and maintain with the U.S. Coast Guard
evidence of thelr financial responsibility sufficient to meet their potential liabilities, as discussed below. Under the
regulations, we may satisfy these requirements through evidence of insurance, a surety bond, a guarantee, letter of
credit, qualification as a self-insurer or other evidence of financial responsibility. We have received certificates of
financial responsibility from the U.S. Coast Guard for all of our vessels subject to this requirement.

OPA 90 expressly provides that individual states are entitled to enforce their own pollution liability laws, even if
imposing greater liability than OPA 90. There is no uniform liability scheme among the states. Some states have
schemes similar to OPA 90 for limiting liability to various amounts, while some rely on common law fault-based
remedies and others impase strict and/or unlimited liability on an owner or operator. Virtually alf coastal states have
enacted their own pollution prevention, liability and response laws, whether statutory or through court decisions, with
many providing for some form of unlimited liability. We believe that the liability provisions of OPA 90 and similar state
laws have greatly expanded potential liability in the event of an cil splil, even when the vassal owner or operator is
not at fault. Some states have also established their own requirements for financial responsibility.

We are also subject to potential liability arising under the U.S. Comprehensive Environmental Response,
Compensation, and Liability Act (“CERCLA™, which applies to the discharge of hazardous substances (other than
petroleum), whether on land or at sea. Specifically, CERCLA provides for liability of owners and operators of vessels
for cleanup and removal of hazardous substances and provides for additional penalties in connection with
environmental damage. Liability under CERCLA for releases of hazardous substances from vessels is limited to the
greater of $300 per gross ton or $5 million per discharge unless attributable to willful misconduct or neglect, a
violation of applicable standards or rufes or upon failure to provide reasonable cooperation and assistance, in which
case liability is unlimited. CERCLA liability for releases from facilities other than vessels is generally untimited.

OPA 90 also requires owners and operators of vessels to establish and maintain with the U.8. Coast Guard evidence
of financial responsibility sufficient to meet the limit of their potential strict liability under the statute. The U.S. Coast
Guard has enacted regutations requiring evidence of financial responsibility consistent with the previous limits of
ltabllity described above for OPA 90 and CERCLA, which combined limit for vessels was increased from $1,500 per
gross ton to $2,200 per gross ton effective October 9, 2006, when the increased liability limits under OPA 90 went
into effect. Under the regulations, evidence of financial responsibility may be demonstrated by insurance, surety
bond, self-insurance, guaranty, or an alternative method subject to approval by the Director of the U.S. Coast Guard.
(n addition, OPA S0 and CERCLA each preserve the right to recover damages under other existing laws, including
maritime tort law.
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Water Discharges

The federal Water Poliution Control Act, also referred to as the Clean Water Act, prohibits the discharge of poliutants,
including oil or hazardous substances, in U.S. navigable waters without a permit and imposes strict liability in the
form of penalties for unauthorized discharges. The Clean Water Act also imposes substantial liability for the costs of
removal, remediation and damages relating to such discharges and complements the remedies available under the
more recent OPA 90 and CERCILA, discussed above, The Environmental Protection Agency (“EPA") historically
exempted the discharge of ballast water and other substances incidental to the normal operation of vessels in U.S.
ports from Clean Water Act permitting requirements. However, on March 30, 2005, a U.S. District Court ruled that the
EFA exceeded its authority in creating an exemption for ballast water, On September 18, 2006, the court issued an
order invalidating the exemption in the EPA’s regulations for all discharges incidental to the normal operation of a
vessel as of September 30, 2008 and directing the EPA to develop a system for regulating all vessel discharges by
that date. The EPA has appealed this decision. However, if the exemption is ultimately repealed, we would be subject
to Clean Water Act permit requirements that could include ballast water treatment obligations, which would increase
the cost of our operations. For example, this could require the installation of costly equipment on our vessels to treat
ballast water before it is discharged, or the implementation of aother port facility disposal arrangements or procedures
at potentially substantial cost.

Solid Waste

Our operations occasionally generate and require the transportation, treatment and disposal of both hazardous and
non-hazardous solid wastes that are subject to the requirements of the federal Resource Conservation and Recovery
Act (*RCRA”") and comparable state and local requirements. in August 1998, the EPA added four petroleum refining
wastes {o the list of RCRA hazardous wastes. In addition, in the course of our vessel operations, we engage
contractors to remove and dispose of waste material, including tank residue. In the event that such waste is found to
be “hazardous” under either RCRA or the Clean Water Act and is disposed of in violation of applicable law, we could
be found jointly and severally liable for the cleanup costs and any resulting damages. Finally, the EPA does not
currently classify "used oil” as “hazardous waste,” provided certain recycling standards are met. However, some
states in which we pick up or deliver cargo have classified “used oil” as "hazardous™ under state laws patterned after
RCRA. The cost of managing wastes generated by vessel operations has increased in recent years under stricter
state and federal standards. Additionally, from time to time we arrange for the disposal of hazardous waste or
hazardous substances at offsite disposal facilities. If such materials are improperly disposed of by third parties, we
might still be liable for clean up costs under CERCLA or the equivalent state laws,

Air Emissions

The federal Clean Air Act of 1970 (“CAA") as amended, requires the EPA to promulgate standards applicable to
emissions of volatite organic compounds and other air contaminants. Qur vessels are subject to vapor control and
recovery requirements for certain cargoes when loading, unloading, ballasting, cleaning and conducting other
operations In regulated port areas. Each of our product carriers and barges operating in the transport of clean ol has
been outfitted with a vapor recovery system that satisfies these requirements. In addition, in December 1999 the EPA
issued a final rule regarding emissions standards for marine diesel engines. The final rule applies emissions standards
to new engines beginning with the 2004 mode! year. In the preambie to the final rule, the EPA noted that it may
revisit the application of emissions standards to rebuilt or remanufactured engines if the industry does not take steps
to introduce new pollution control technologies. Finally, the EPA recently entered into a settlement that will expand
this rulemaking to include certain large diese! engines not previously addressed in the final rule. Adoption of such
standards could require modifications to some existing marine diesel engines and may require us to incur material
capital expenditures.

Lightering activities in Delaware are subject to Title V of the CAA. We are the only marine operator with a Title V
permit to engage in lightering operations in Delaware. The State of Delaware is in non-compliance with EPA
requirements for volatile organic compounds (“VOC”) and we are the State of Delaware’s largest single source of
VOCs. The Delaware Department of Natural Resources and Environment Control (“DNREG") is currently engaged in
rulemaking to address emissions of VOCs from lightering operations and OSGM is working closely with DNREC to
craft regulations that reduce emissions. In cooperation with DNREC, we have engaged in a pilot project involving
vapor balancing between our product carrier Overseas Integrity and a “ship to be lightered.” In addition, we continue
to evaluate other vapor reduction techniques and OSG has incarporated vapor reduction technologies in the design
of three new ATBs that we have the option to purchase.
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The CAA also requires states to draft State Implementation Plans {"SIP") designed to attain national health-based air
quality standards in primarily major metropolitan and/or industrial areas. Where states fail to present approvable SIPs
or SIP revisions by certain statutory deadlines, the federal government is required to draft a Federal Implementation
Plan. Several SIPs regulate emissions resutting from barge loading and degassing operations by requiring the
installation of vapor control equipment. As stated above, our vessels are already equipped with vapor control
systems that satisfy these requirements. Although a rick exists that new regulations could require significant capital
expenditures and ctherwise increase our costs, we believe, based upon the regulations that have been proposed to
date, that no material capital expenditures beyond those currently contemplated and no material increase in costs are
likely to be required as a result of the SIPs program.

In addition, in September 1997 the IMO adopted Annex VI to the International Convention for the Prevention of
Pollution from Ships to address air pollution from ships. Annex VI was ratified in May 2004 and became effective in
May 2005. Annex VI sets limits on sulfur oxide and nitrogen oxide emissions from vessel exhausts and prohibits
deliberate emissions of ozone depleting substances, such as chioroflucrocarbons. We believe that all of our vessels
are cumently compliant in all material respects with these requirements. Annex VI also includes a globaf cap on the
sulphur content of fuel oil and allows for special areas to be established with more stringent controls on sulphur
emissions.

Coastwise Laws

The majority of our operations are conducted in the U.S. domestic trade and governed by the coastwise laws of the
United States, which we refer to as the Jones Act. The Jones Act restricts marine transportation between points in
the United States to vessels built in and documented under the laws of the United States (“U.S. flag™) and owned
and manned by U.S. citizens. Generally, an entity is deemed a U.S. citizen for these purposes so long as:

= it is organized under the laws of the United States or of a state;

s its chief executive officer, by whatever title, its chairman of its board of directors and all persons authorized to act
in the absence or disability of such persons are U.S. citizens;

« no more than a minority of the number of its directors (or equivalent persons) necessary to constitute a quorum are
non-U.S. citizens;

« at least 75% of the stock or equity interest and voting power in the entity is beneficially owned by U.S. citizens
free of any trust, fiduciary arrangement or other agreement, arrangement or understanding whereby voting power
may be exercised directly or indirectly by non-U.S. citizens; and

* in the case of a limited partnership, the general partner meets U.S. citizenship requirements for U.S. coastwise
trade.

Because we could lose our privilege of operating our vessels in the Jones Act trade if non-U.S. citizens were to own
or contro! in excess of 25% of our outstanding partnership interests, our partnership agreement restricts foreign
ownership and control of our partnership interests to not more than a fixed percentage (currently 15%), which is ten
percentage points less than the percentage that would prevent us from belng a U.S. citizen for purposes of the
Jones Act.

There have been repeated efforts to repeal or significantly change the Jones Act. In addition, the U.S. government
recently granted limited short-term waivers to the Jones Act foliowing Hurricanes Katrina and Rita, which allowsd
foreign vessels to operate in the Jones Act trade. Although we believe it is unlikely that the Jones Act will be
substantlially modified or repealed, there can be no assurance that Congress will not substantially modify or repeal
such laws.

Other

Our vessels are subject to the jurisdiction of the U.S, Coast Guard, the National Transportation Safety Board, the U.5.
Customs Service and the U.S. Maritime Administration, as well as subject to rules of private industry organizations
such as the American Bureau of Shipping. These agencies and organizations establish safety standards and are
authorized to investigate vessels and accidents and to recommend improved maritime safety standards. Moreover, to
ensure compliance with applicable safety regulations, the U.S. Coast Guard is authorized to inspect vessels at will.
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Workplace Injury Liability

The Supreme Court has ruled that application of state workers' compensation statutes to maritime workers is
unconstitutional. Injuries to maritime workers are therefore covered by the Jones Act, a separate statute that
regulates the U.S. coastwise trade. The Jones Act permits seamen to sue their employers for job-related injuries. In
addition, seamen may sue for work-refated injuries under the maritime law doctrine of unseaworthiness. Because we
are not generally protected by the limits imposed by state workers’ compensation statutes, we potentially have
greater exposure for claims made by these employees as compared to employers whose employees are covered by
state workers’ compensation laws.

Occupational Safely and Health Regulations

Our vessel operations are subject to occupational safety and health regulations issued by the U.S. Coast Guard.
These regulations currently require us to perform monitoring, medical testing and recordkeeping with respect to
personnel engaged in the handling of the various cargoes transported by our vessels. We believe we are currently in
compliance in all material respects with such occupational safety and health requirements.

Security

In 2002, Congress passed the Maritime Transportation Security Act of 2002 (“MTS Act™) which, together with the
IMO’s recent security proposals, requires specific security plans for our vessels and more rigorous crew identification
requirements. We have implemented vessel security plans and procedures for each of our vessels pursuant to rules
implementing the MTS Act issued by the U.S. Coast Guard. The U.S. Coast Guard has performed security audits on
our entire fleet and each vessel was found to be in compliance with our security plans. The U.S. Coast Guard issued
security certificates for each of our vessels, including our tugboats, even though the tugboats are not required to be
certified under current regulations.

Vessel Condition

Our vessels are subject to periodic inspection and survey by, and the shipyard maintenance requirements of, the U.S.
Coast Guard, the American Bureau of Shipping, or both. We believe we are currently in compliance in all material
respects with the environmental and other laws and reguiations, including health and safety requirements, to which
our operations are subject. We are unaware of any pending or threatened litigation or other judicial, administrative or
arbitration proceedings against us occasioned by any alleged non-compliance with such laws or regulations. The
risks of substantial costs, liabilities and penalties are, however, inherent in marine operations, and there can be no
assurance that significant costs, liabilities or penalties will not be incurred by or imposed on us in the future.

ITEM 1A. RISK FACTORS

The following important risk factors could cause actual results to differ materially from those contained in this
forward-looking statements made in this report or presented elsewhere by management from time to time, If any of
the circumstances or events described below actually arise or occur, our business, financial condition or operating
results could be materially adversely affected. In that case, we might not be able to pay distributions on our common
units and the trading price of our cornmon units could decline.

Risks Inherent in Qur Business

We must make substaniial capital expenditures to maintain the operating capacity of our fieet, which will
reduce our cash available for distribution. In addition, our general partner is required to deduct estimated
maintenance capital expenditures from operating surplus each quarter, which may result in less cash
available to unitholders than if actual maintenance capital expenditures were deducted.

We must make substantial capital expenditures to maintain the operating capacity of our fleet, which we estimate wil!
average approximately $36 to $37 million per year over the three years ended December 31, 2010 based on the
average remaining life of our existing vessels assuming that the optional vessels are acquired or deliver in
accordance with the current schedule. These capital expenditures include expenditures for drydocking our vessels,
modifying our vessels and acquiring new vessels to replace existing vessels as they reach the end of their useful
lives. These expenditures could increase as a result of changes in:

* the cost of shipyard labor and materials;
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« customer requirements to modify the vessels;
e increases in the size of our fleet or the cost of replacement vessels; and

+ governmental regulations and maritime self-regulatory organization standards relating to safety, security or the
environment.

These capital expenditures will reduce the amount of cash available for distribution to our unit holders. In addition,
our actual maintenance capitat expenditures will vary significantly from guarter to quarter based on, among other
things, the number of vessels drydocked during that guarter.

Our partnership agreement requires our general partner to deduct estimated, rather than actual, maintenance capital
expenditures from operating surplus each quarter to reduce fluctuations in operating surplus. The amount of
estimated maintenance capital expenditures deducted from operating surplus is subject to review and change by the
board of directors of our general partner at least once a year, provided that any change must be approved by our
conflicts committee. In years when estimated maintenance capital expenditures are higher than actual maintenance
capital expenditures, the amount of cash available for distribution to unit holders will be lower than if actual
maintenance capital expenditures were deducted from operating surplus. If our general partner underestimates the
appropriate level of estimated maintenance capital expenditures, we may have less cash available for distribution in
future periods when actual capital expenditures exceed our previous estimates.

Capital expenditures and other costs necessary to maintain our vessels tend to increase with the age of
the vessel,

Capital expenditures and other costs necessary to maintain our vessels tend to increase and become harder to
estimate as a vessel becomes older. Accordingly, it is likely that the operating costs of our vessels will increase as
they age. In the future, market conditions may not justify these expenditures or enable us to operate our older
vessels profitably during the remainder of their economic lives. In addition, changes in governmental regulations,
safety or other equipment standards, as well as compliance with standards imposed by maritime self-regulatory
organizations and customer requirements or competition, may require us to make additional capital expenditures on
these older vessels.

The capacity of our fleet will be reduced when four of our vessels are phased-out due to OPA 90. Delays or
the failure in the delivery of newbuilds we have agreed to bareboat charter will result in the failure to replace
this capacity and the reduction of our operating resufts. The cost of bringing certain of our vessels into
compliance with OPA 90 will be significant and may cause us to reduce the amount of our cash distributions
or prevent us from increasing the amount of our cash distributions.

OPA 90 provides for the scheduled phase-out of all single-hull product carriers and barges carrying oil in U.S. waters.
This law will force the retirement of these vessels unless they are retrofitted with a double hull. Our four single-hull
product carriers are due to be phased-out accerding to the following schedute:

OPA 80 Retrofit/

Vessel Name Phase-out Date
Overseas Philadelphia May 2012
Overseas Galena Bay October 2012
Overseas Puget Sound May 2013
Overseas New Orleans June 2013

The bareboat charters for Overseas Philadelphia and Overseas New Orleans expire in QOctober 2011 and November
2011, respectively, at which time we plan to return these product carriers to their owner as they are poor candidates
for retrofitting due to their size. Overseas Galena Bay and Overseas Puget Sound are better candidates for retrofitting
because they are larger, but we have not yet decided whether we will double-hull these vessels. We will base our
final decision on the cost of shipyard work for retrofitting these vessels, market conditions, charter rates, the
availability and cost of financing and other customary factors governing Investment decisions. If it is not economical
for us to retrofit these vessels, it will be necessary for us to take them out of service transporting petroleum-based
products.
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Although we have agreed to bareboat charter newbuild product carriers from subsidiaries of Aker American
Shipping, Inc. (“Aker”), which could replace the four product carriers that may be retired due to OPA 90, there is no
assurance that Aker will complete the construction of these vessels. In the event that Aker does not deliver any or all
of these vessels, the capacity of our fleet will be reduced, which will adversely affect our operating results and the
amount of cash available for distribution.

In order to bring our only single-hulled ATB {OSG 243) into compliance with OPA 90, it must be retrofited with a
double hull. We estimate that the cost will be approximately $30 million, of which approximately $4 million remains to
be spent. If we decide to retrofit Overseas Galena Bay and Overseas Pugst Sound, the board of directors of our
general partner, with approval by the conflicts committee, may elect to increase our estimated maintenance capital
expenditures, which would reduce our operating surplus and our cash available for distribution.

We intend to finance the purchase of the newbuild ATBs for which we have options to purchase from 0SG
with a combination of debt and equity securities. Depending on how we finance the acquisition of these
ATBs, our ability to make cash distributions may be diminished or our unitholders could suffer dilution of their
holdings. In addition, if we expand the size of our fleet, we generally will be required to make significant
instaliment payments for newbuild vessels prior to their delivery and generation of revenue.

We intend to make substantial capital expenditures to increase the size of our fleet. We have options to purchase
from OSG up to six newbuild ATBs to be constructed by Bender Shipbuilding & Repair Co., Inc. (“Bender”). The total
delivered cost of a newbuild 347,000 barrel/12,000 horsepower ATB is approximately $100 million and the total
defivered cost of a newbuild 290,000 barrel/12,000 horsepower ATB is approximately $95 million. The actual
purchase price to be paid upon the exercise of these options will be subject to negotiation with OSG and the
approval of our conflicts committee.

OSG is currently incurring all costs for the construction and delivery of the six newbuild ATBs, Upon exercise of any
of our six options, we could finance the purchase in whole or in part by issuing additional common units, which
would dilute your ownership interest in us. We could also use cash fror operations, incur borrowings or issue debt
securities to fund these capital expenditures. Use of cash from operations will reduce cash avaijlable for distributions,
Qur ability to obtain bank financing or issue debt securities may be limited by our financial condition at the time of
any such financing and adverse market conditions resulting from, among other things, genera! economic conditions,
contingencies and uncertainties that are beyond our control. Even if we are successful in obtaining necessary funds,
the terms of such financing could limit our ability to pay cash distributions. In addition, incurring additiona! debt may
significantly increase our interest expense, which could have a material adverse effect on our ability to make cash
distributions.

if we purchase additional newbuilds, it is likely that we will be required to make installment payments prior to their
delivery. We typically must pay approximately 5% of the purchase price of a vesse! upon signing the purchase
contract, even though delivery of the completed vessel will not cccur until much later (approximately two and a half
years for current orders). If we finance these acquisition costs by issuing debt or equity securities, we will increase
the aggregate amount of interest {in the case of debt) or cash required to pay the minimum quarterly distributions {in
the case of units) we must make prior to generating cash from the newbuilds.

Cur failure to obtain the funds for necessary future capital expenditures would limit our ability to continue to operate
some of our vessels or construct or purchase new vessels.

Our ability to acquire additional newbuild product carriars may be limited.

While we have a commercial relationship with Aker and its affiliate, Aker Philadelphia Shipyard, Inc. (“APSI”) through
our bareboat charter of newbuitd product carriers from Aker, no assurance can be given that we or OSG will continue
such relationship with Aker or APSI. if the relationship with Aker ends, our ability to acquire additional Jones Act
compliant newbuild product carriers (other than the newbuild product carriers that have been agreed to be
transferred to us and those that we have the option to acquire) on commercially attractive terms may be adversely
affected because there is a limited number of 11.S. shipyards that are capable of constructing product camiers. Such
a result could have an adverse effect on our ability to grow ocur business.
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OSG’s ability to obtain business from the Military Sealift Command {“MSC") or other U.S. government
agencies may be adversely affected by a determination by the MSC that OSG is not presently responsible for
a single contraci.

0SG Product Tankers, LLC (“Product Tankers™), our wholly owned indirect subsidiary, participated in a Request for
Proposals issued by the MSC, an agency of the United States Department of the Navy, to time charter to the MSC
two Jones Act compliant product carriers. On July 6, 2007, the MSC advised Product Tankers that the MSC could
not find Product Tankers presently “responsible” under the Federal Acquisition Regulation and, therefore, ineligible to
time charter the vessels to the MSC. The MSC based its decision on the December 2006 guilty plea by 0S8G to
violations related to the handling of bilge water and oily mixtures from the engine rooms on certain of its international
flag vessels. The MSC reached this decision notwithstanding an earlier decision by the United States Maritime
Administration of the Department of Transportation (“Mar Ad”) on June 25, 2007 not to suspend or debar OSG from
business with the U.S. government. The federal agencies, including the United States Department of Navy, had
agreed that Mar Ad would serve as the lead agency in any administrative action regarding discretionary suspension
or debamment of OSG from federal contracts under the Federal Acquisition Regulation. On July 25, 2007, Product
Tankers filed a protest of the MSC's decision in the United States Court of Federal Claims, asserting that the MSC
decision was arbitrary, capricious, and unsupported by the administrative record.

No assurance can be given that the MSC decision will be overturned by the United States Court of Federal Claims.
Although the MSC decision specifically addresses only the single contract, if the decision is not overturned, it may
have an adverse effect on our ability to obtain business from the U.S. government because of our affiliation with
0SG. For 2007, neither we nor OSG did any business with the MSC and, accordingly, did not generate any shipping
revenues from the MSC. Historically, OSG has not sought to generate significant revenues from conducting business
with the MSC or other agencies and departments within the U.S. government, nor does OSG intend to in the future.
The only business we cumrently conduct with the U.S. government is the participation by two of our vessels in the
Maritime Security Program (“MSP™), which is intended to support the operation of up to 60 U.S. flag vessels in the
foreign commerce of the United States to make available a fleet of privately owned vessels to the Department of
Defense during times of war or national emergency. Payments are made under the MSP to vessel operators,
including OSG, to help offset the high cost of employing a U.S. crew. Mar Ad, the agency which decided not to
suspend or debar OSG, administers the MSP. To date, the MSC decision has not had an adverse effect on OSG's
ability to obtain business from commercial customers.

American Shipping Corporation {“Aker") has informed OSG that as a resuit of OSG’s order of three articulated
tug barges (“ATBs") from Bender Shipbuilding & Repair Co., Inc. (“Bender”), Aker is exercising a right it
claims to have under its agreemant with OSG to impose a five year extension of the term of each of the
bareboat charters for the ten Jones Act product carriers that subsidiaries of OSG are chartering from
subsidiaries of Aker.

Aker and OSG are parties to an agreement containing two provisions. In one of the provisiens, if during the period
ending in September 2015, OSG or any of its affiliates purchases, charters or contracts for a U.S. flag product carrier
or ocean-going tank barge from a shipyard other than Aker Philadelphia Shipyard, Inc. ("APSI"), then, at Aker’s
option, the charter terms of all the bareboat charters from subsidiaries of Aker may be extended for five additional
years at the prevailing rate from the date of contract signing with the supplier of the relevant product carrier or tank
barge. In the second provision which OSG maintains is separate and independent, if APSI contracts to build a new
U.S. flag product carrier or ocean-going tank barge for any party other than OSG or its affiliates, then, at OSG's
option, the initial term of all the bareboat charters from subsidiaries of Aker may be reduced to three years from the
effective date of such bareboat charters and all option periods may be reduced to the lesser of one year or the
remaining option period at the time, and all later option periods may be reduced to twelve months exercisable with
12 months’ prior notice.

In February 2007, Aker and QSG entered Into an agreement (the “Amendment Agreement”) in which they, among
other things, agreed to use their best efforts to negotiate in good faith for six product carriers and agree upon the
documentation of the amendment of, among other things, the foregoing agreement to provide that the provisions
summarized above do not apply to ocean-going tank barges, such as ATBs, with Aker being given an opportunity to
participate in the competitive bidding in connection with any such order placed by 0SG for an ocean-going tank
barge. After the Amendment Agreement was signed, OSG informed APSI that it desired to contract for three ocean-
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going tank barges and offered APSI the opportunity to participate in a competitive bidding process for the tank
barges. APSI declined the opportunity to bid, following which OSG ordered three ATBs from Bender. Subsequently,
the Amendment Agreement expired on August 341, 2007 without Aker and OSG ctherwise documenting their
agreement on the matters provided in the Amendment Agreement.

On Cctober 25, 2007, Aker informed OSG that Aker was exercising its alleged right to extend the bareboat charters
for an additional five year period as a result of OSG's order of the three ATBs from Bender. Aker also claims that
OSG has lost its rights in the separate and independent provision to reduce the bareboat charter terms of the vessets
to three years if APSI contracts to build proeduct carriers or ocean-going tank barges for third parties.

OSG disputes Aker's claim because, among other reasons, OSG believes that Aker waived, contracted away, and is
otherwise estopped from asserting, its right under its agreement with respect to the order for the tank barges and
further that Aker violated its agreement with OSG to use its best efforis to negotiate in good faith and agree upon the
documentation of the clear agreernent concerning ATBs contained in the Amendment Agreement.

On January 11, 2008, Aker sent OSG a notice demanding arbitration of Aker's claims against OSG. 0SG denies
Aker's claims in the arbitration. The parties to the arbitration are now in the process of scheduling the discovery and
other events in the arbitration leading to a hearing on the merits. A five-year extension of the initial term of the
bareboat charters would lengthen the period OSG is required to charter these vessels. If OSG would not have
exercised its option to charter each vessel for the five year extension period, this mandatory extension could have an
adverse effect on OSG, the quantification of such adverse effect being dependent upon market conditions during
such five year period. No assurance can be given that OSG’s positions with respect to Aker's claims will be upheld in
arbitration.

Our debt levels may limit our flexibility to obtain additional financing and to pursue other business
opportunities.
Our level of debt could have important consequences for us, including the following:

* our ability to obtain additional financing, if necessary, for capital expenditures, acquisitions or other purposes may
be impaired or may not be available on favcrable terms;

* we will need a substantial portion of aur cash flow to make principal and interest payments on our debt, thereby
reducing the funds that would otherwise be availabie for cash distributions; and

* our debt level may limit our flexibility in responding to changing business and economic conditions.

Our ability to service our debt will depend upon, among other things, our future financial and operating performance,
which will, in turn, be affected by prevailing economic conditions and financial, business, regulatory and other
factors, some of which are beyond our control. If our operating results are not sufficient to service our current or
future indebtedness, we will be forced to take actions such as reducing distributions, reducing or delaying our
acquisitions, investments or capital expenditures, selling assets, restructuring or refinancing our debt or seeking
additional equity capital or bankruptcy protection. We may not be able to effect any of these remedies on satisfactory
terms, or at all.

Our secured term Joans and our senior secured revolving credit facility will contain restrictive covenants,
which may limit our business and financing activities.

The covenants in our secured term loans and our senior secured revolving credit facility and any future credit or loan
agreement could adversely affect our ability to finance future operations or capital needs or to engage, expand or
pursue our business activities. For example, our senior secured revolving credit facility requires the consent of our
lenders or limits our ability to, among other things:

= incur or guarantee indebtedness;

* charge, pledge or encumber our vessels;

* change the flag, class, management or ownership of our vessels;
» change the commercial and technical management of our vessels;

* sell, lease, transfer or change the beneficial ownership or control of our vessels; and

subordinate our obligations thereunder to any general and administrative costs relating to the vessels.
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Our ability to comply with the covenants in our secured term loans and our senior secured revolving credit facility
may be affected by events beyond our contral including economic, financial and industry conditions. If economic
conditions deteriorate, our ability to comply with these covenants may be impaired. If we breach any of the
covenants, all or a significant portion of our obligations may become immediately due and payable and our lenders’
commitment to make further loans to us may terminate. We may not have or be able to obtain sufficient funds to
make these accelerated payments. For more information regarding our financing arrangements, please read
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Sources of
Capital.”

Decreases in U.S. refining activity, particularly in the Gulf Coast region, could adversely affect our ability to
grow our fleet, revenues and profitability.

The demand for our services is heavily influenced by the level of refinery capacity in the United States, particularly in
the Gulf Coast region. Any decline in refining capacity on the Gulf Coast, even on a temporary basis, may
significantly reduce the demand for waterborne movements of refined petroleum products, For example, following
Hurricanes Katrina and Rita in 2005, movements of refined petroleum products from the Gulf Coast were significantly
curtailed in 2005 and 2006, with repairs to hurricane-damaged Gulf Coast refineries being completed in late 2006.
While the Energy Information Administration of the L).8. Department of Energy (“EIA") has estimated that incremental
capacity expansions will increase the capacity of Gulf Coast refineries by 1.6 million barrels per day by 2016, it is
possible that some or all of the proposed refinery expansions may be delayed or not completed. While we expect
that these refinery expansions will increase demand for waterborne transportation of refined petraleum products and
we intend to acquire additional product carriers and barges to meet this expected increase in demand f refining
capacity is not expanded or decreases from current levels, demand for our vessels could decrease, which could
affect our ability to grow our fleet, revenues and profitability.

Delays in deliveries of newbuild product carriers or in the double-hulling of our remaining single-hulied ATB
will affect our ability to grow and could harm our operating resuits.

We are scheduled to take delivery between 2008 and early 2010 of five newbuild product carriers that we have
agreed to bareboat charter from Aker. We also have options to purchase from OSG up to six newbuild ATBs, which
are scheduled for delivery between late 2008 and late 2010, and to acquire from OSG the right to bareboat charter
from Aker up to two newbuild product carriers and up to two newbuild shuttle tankers, which are scheduled for
delivery between late 2009 and early 2011. If the delivery of these vessels is delayed or canceled, the expected
revenues from these vessels will be delayed or eliminated.

Delivery of any of our vessels could be delayed or canceled because of:

¢ in the case of the six ATBs that we have options to purchase, the failure by OSG to make construction payments
on a timely basis or otherwise comply with its construction contracts with Bender,

» quality control or engineering problems;

+ changes in governmental regulations or maritime self-regulatory organization standards;
* work stoppages or other labor disturbances at the shipyard;

« bankruptcy or other financial problems of the shipbuilder;

* weather interference or catastrophic event, such as a major humicane or fire;

« the shipbuilder failing to deliver the vessels in accordance with our vessel specifications;
= our requests for changes to the original vessel specifications;

» shortages of or delays in the receipt of necessary construction materials, such as steel;
+ our inability to finance the acquisition of any vessels; or

* our inability to obtain requisite permits or approvals.
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Drydocking of our vessels may require substantial expenditures and may result in the vessels being off-hire
for significant periods of time, which could affect our ability to make cash distributions.

Each of our vessels undergoes scheduled and, on cccasion, unscheduled shipyard maintenance. The U.S. Coast
Guard requires our vessels to be drydocked for inspection and maintenance twice every five years. In addition,
vessels may have to be drydocked in the event of accidents or other unforeseen damage or for capital
improvements. Because costs for drydocking our flest are difficult to estimate and may be higher than we currently
anticipate, we may not have sufficient avaflable cash to pay the minimum quarterly distribution in full. In addition,
vessels in drydock will not generate any income, which will reduce our revenue and cash available to make
distributions on our units.

In addition, the time when a vessel is out of service for maintenance is determined by a number of factors including
regulatory deadlines, market conditions, shipyard availability and customer requirements. Because U.S. shipyards
have limited availability for drydocking a vessel, they may not have the capacity to perform drydock maintenance on
our vessels at the times required, particularty in the event of an unscheduled drydock due to accident. This may
require us {0 have the work performed at an overseas shipyard and result in the vessel being off-hire for a longer
period of time.

We have high levels of fixed costs that will be incurred regardless of our level of business activity.

Our business has high fixed costs that continue even if our vessels are not in service. In addition, low utilization due
to reduced demand or other causes or a significant decrease in charter rates could have a significant negative effect
on our operating results and financial condition.

We may not be able to renew time charters when they expire or obtain new time charters,

Of our product carriers and barges currently employed under time charters or other term contracts, the time firm .
employment on four may expire within the next 12 months. There can be no assurance that any of our existing time
charters will be renewed or renewed at favorable rates. In addition, if the time charters for five of our product carriers
that we have agreed to bareboat charter from subsidiaries of Aker are not renewed or are not renewed at favorable
rates and we cannot obtain new time charters at favorable rates or the market for such product carriers is otherwise
unfavorable, we may decide not to extend the bareboat charters for such product carriers. In that event, we would
return any such vessel and may be required to repay the balance of the DPO liability upon delivery of such vessel.
Please read “Business—Bareboat Charters from Aker of Our Newbuilds—Aker's Debt and Deferred Principal
Obligation.”

An increase in the supply of Jones Act vessels without an increase in demand for such vessels could cause
charter rates to decline, which could have a material adverse effect on cur revenues and profitability.

The supply of vessels generally increases with deliveries of new vessels and decreases with the scrapping of older
vessels. As of December 31, 2007, the Jones Act product carrier and barge order book consisted of firm orders for
35 vessels over 16,000 dwt, or 40% of the existing coastwise fleet, with options granted for an additional four
product carriers. In the year 2007 to date, firm orders for an additional five product carriers and six ATBs above
16,000 dwt have been placed. No assurance can be given that the arder book will not increase further in proportion
to the existing fleet. If the number of newbuild vessels delivered exceeds the number of vessels being scrapped,
capacity will increase. in addition, any retrofitting of existing product carriers and barges may result in additicnal
capacity that the market will not be able to absorb at the anticipated demand levels. If supply increases and demand
does not, the charter rates for our vessels could decline significantly.

We may be unable to make or realize expected benefits from acquisitions and implementing our growth
strategy through acquisitions may harm our business, financial condition and operating resuits.

Our growth strategy is based upon the expansion of our fleet. Qur ability to grow our fleet depends upen a number
of factors, many of which we cannot control. These factors include our ability to:

= reach agreement with OSG on the fair value of the ATBs that we have the right to purchase or the product carriers
and shuttle tankers that we have the right to bareboat charter;

+ identify vessels or businesses for acquisition from third parties;
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* consummate any such acquisitions;
+ obtain required financing for acquisitions; and
» integrate any acquired vessels or businesses successfully with our existing operations.

Any acquisition of a vessel or business may not be profitable and may not generate returns sufficient to justify our
investment. In addition, our acquisition growth strategy exposes us to risks that may harm our business, financial
condition and operating results, including the risks that we may:

* fail to realize anticipated benefits (such as new customer relationships) or increase cash flow;

« decrease our liquidity by using a significant portion of our available cash or borrowing capacity to finance
acquisitions;

significantly increase our interest expense and indebtedness if we incur additional debt to finance acquisitions;

incur or assume unanticipated liabilities, losses or costs associated with the business or vessels acquired,

incur other significant charges, such as impairment of goodwill or other intangible assets, asset devaluation or
restructuring charges; or

distract management from its duties and responsibilities as it devotes substantial time and attention to the
integration of the acquired businesses or vessels.

We depend on OSG and its affiliates to assist us in operating and expanding our business.

Pursuant to a management agreement between us and OSG's subsidiary, 0SG Ship Management, Inc. (“OSGM”),
QOSGM will provide us with significant commercial and technical management services (including the commercial and
technical management of our vessels, vessel maintenance, crewing, purchasing, insurance and shipyard supervision).
Please read “Certain Relationships and Related Transactions—Management Agreement” for a description of this
agreement. In addition, pursuant to an administrative services agreement between us and OSGM, OSGM will provide
us with significant administrative, financial and other support services. Please read "Certain Relationships and
Related Transactions—Administrative Services Agreement” for a description of this agreement. Qur operational
success and ability to execute our growth strategy will depend significantly upon the satisfactory performance by
OSGM of these services and our business will be harmed if OSGM fails to perform these services satisfactorily,
cancels either of these agreements or stops providing these services. We may also contract with OSG for the
construction of newbuilds for our fleet and to arrange the construction-related financing.

Our ability to enter into new charters and expand our customer relationships will depend largely on our ability to use
advantageously our relationship with OSG and its reputation and relationships in the shipping industry, including with
customers, shipyards and suppliers. f OSG suffers material damage to its reputation or relationships, it may harm our
ability to:

* renew existing charters upon their expiration;

+ obtain new charters;

» interact successfully with shipyards during periods when the services of shipyards are in high demand;

= gobtain financing on commercially acceptable terms;

+ maintain satisfactory relationships with suppliers and other third parties; or

= effectively operate our vessels.

Our growth depends on our ability to compete successfully against other shipping companies to expand
relationships with existing customers and obtain new customers.

While longer-term time charters have the potential to provide income at pre-determined rates over the duration of the
charters, the competition for such charters is intense and obtaining such charters generally requires a lengthy and
time consuming screening and bidding process that may extend for months. In addition to the guality, age and
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suitability of the vessel, longer-term time charters tend to be awarded based upon a variety of factors relating to the
vessel operator, including the operator’s:

* environmental, health and safety record,;

» compliance with regulatory and industry standards;

* reputation for customer service and technical and operating expertise;

* shipping experience and quality of ship operations, including cost-effectiveness;
* ability to finance vessels at competitive rates and overall financial stability;

» relationships with shipyards and the ability to obtain suitable berths;

« construction management experience;

+ willingness to accept operational risks pursuant to the charter; and

* competitiveness of the bid price.

We derive our revenues from certain major customers and the loss of any of these customers or time charters
with any of them could result in a significant loss of revenues and cash flow.

During the three years ended December 31 2007, we derived revenues from certain major customers, each one
representing more than 10% of revenues. In 2007, revenues from two customers aggregated 29% of total revenues.
At any given time in the future, the cash reserves of our customers may be diminished or exhausted and we cannot
assure you that the customers will be able to make charter payments to us. If our customers are unable to make
charter payments to us, our results of operations and financial condition will be materially adversely affected. In
addition, we could lose a charterer or the benefits of a time charter because of disagreements with a customer or if a
customer exercises specific limited rights to terminate a charter. The loss of any of our customers or time charter
with them, or a decline in payments under our charters, could have a material adverse effect on our business, results
of operations and financial condition and our ability to pay cash distributions.

A decrease in the demand for our lightering services resuiting from the deepening of the Delaware River or
conditions affecting the Delaware Bay refineries could adversely affect our business and results of operations.

We perform lightering services for inbound crude-cil tankers carrying crude oll up the Delaware River to refineries in
the Delaware Bay. For example, shipping revenues for the Overseas Infegrity constituted 7.9%, or $16.8 million, of
our shipping revenues for the year ended December 31, 2007, and 8.5%, or $16.2 million, of shipping revenues for
the year ended December 31, 2006. Legislation approved by Congress in 1992 authorized the Army Corps of
Engineers to deepen the Delaware River between the river's mouth and the port of Philadelphia. For various reasons,
including opposition from environmental groups and funding difficulties, the dredging project has not begun. If this
project is funded, the required environmental permits are cbtained and the refineries dredge their private channels, it
would significantly reduce our lightering business by allowing arriving crude-oil tankers to proceed up the river with
larger loads. In addition, our lightering business would be adversely affected if any of the Delaware Bay refineries
ceased or scaled back its operations.

Certain potential customers will not use vessels older than a specified age, even if they have been recently
rebuilt.

All of our existing tug-barge units were originally constructed more than 25 years ago. While all of these tug-barge
units were rebuilt and double-hulled since 1998 and are “in-class,” meaning the vessel has been certified by a
classification society as being buift and maintained in accordance with the rules of that classification society and
complies with the applicable rules and regulations of the vessel’s country of registry and applicable international
conventions, some potential customers have stated that they will not charter vessels that are more than 20 years old,
even if they have been rebuilt. Although there has to date been no material difference in time charter rates earned by
a vessel of a specified age and a rebuilt vessel of the same age measured from the date of rebuilding, no assurance
can be given that most customers will continue to view rebuilt vessels as comparable to newbuild vessels. If more
customers differentiate batween rebuilt and newbuild vessels, time charter rates for our rebuilt ATBs will likely be
adversely affected.
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The U.S. flag shipping industry is unpredictable, which may lead to lower charter hire raies and lower vessel
values.

The nature, timing and degree of changes in U.S. flag shipping industry conditions are unpredictable and may
adversely affect the values of our vessels and may resuit in significant fluctuations in the amount of charter hire we
earn, which could result in significant fluctuations in our quarterly results. Charter rates and vessels values may
fluctuate over time due to changes in the demand for U.S. flag product carriers and barges.

The factors that influence the demand for U.S. flag product carriers and barges include:

the leve! of crude ail refining in the United States;

« the demand for refined petroleumn products in the United States;
¢ environmental concerns and regulations;

* new pipeline construction and expansions;

« weather; and

+ competition from alternative sources of energy.

Decreased utilization of our vessels due to bad weather could have a material adverse effect on our operating
results and financial condition.

Unpredictable weather patterns tend to disrupt vessel scheduling and supplies of refined petroleum products and our
vessels and their cargoes are at risk of being damaged or lost because of bad weather. In addition, adverse weather
conditions can cause delays in the delivery of newbuilds and in transporting cargoes. Under our spot voyage
charters, we bear the risk of delays due to weather conditions.

A decrease in the cost of importing refined petroleum products could cause demand for U.S. flag product
carrier and barge capacity and charter rates to decline, which would decrease our revenues and our ability to
pay cash distributions on our units.

The demand for U.S. flag product carriers and barges is influenced by the cost of importing refined petroleurn
products. Historically, charter rates for vessels qualified to participate in the U.S. coastwise trade under the Jones
Act have been higher than charter rates for foreign flag vessels. This is due to the higher construction and operating
costs of U.S. flag vessels under the Jones Act requirements that such vessels must be built in the United States and
manned by U.S. crews. This has made it less expensive for certain areas of the United States that are underserved
by pipelines or which lack local refining capat:ity, such as in the Northeast, to import refined petroleum products
carried aboard forsign flag vessels than to obtain them from U.$. refineries. If the cost of importing refined petroleum
products decreases to the extent that it becomes less expensive to import refined petroleum products to other
ragions of the East Coast and the West Coast than preducing such products in the United States and transporting
them on U.S. flag vessels, demand for our product carriers and barges and the charter rates for them could
decrease.

Our business would be adversely affected if we failed to comply with the Jones Act provisions on coastwise trade.
We are subject to the Jones Act and other federal laws that restrict maritime cargo transportation between points in
the United States only to vessels.operating under the U.S. flag, built in the United States, at least 75% owned and
operated by U).S. citizens {or owned and operated by other entities meeting U.S. citizenship requirements to own
vessels operating in the LS. coastwise trade and, in the case of limited partnerships, where the general partner
meets U.S. citizenship requirements) and manned by U.S. crews. We are also responsible for monitoring the
ownership of our common units and other partnership interests to ensure compliance with the Jones Act. If we do
not comply with these restrictions, we would be prohibited from operating our vessels in the LS. coastwise trade
and, under certain circumstances, we would be deemed to have undertaken an unapproved foreign transfer resulting
in severe penalties, including permanent loss of U.S. coastwise trading rights for our vessels, fines or forfeiture of
vessels.
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Our business would be adversely affected if the Jones Act provisions on coastwise trade were modified or
repealed or if changes in international trade agreements were to occur.

It the restrictions contained in the Jones Act were repealed or altered, the maritime transportation of cargo between
U.S. ports could be opened to foreign-flag or foreign-built vessels. The Secretary of the Department of Homeland
Security, or the Secretary, is vested with the authority and discretion to waive the coastwise laws if the Secretary
deems that such action is necessary in the interest of national defense. On two occasions during 2005, the Secretary,
at the direction of the President of the United States, issued limited waivers of the Jones Act for the transportation of
refined petroleum products in response to the extracrdinary circumstances created by Hurricanes Katrina and Rita
and their effect on Gulf Coast refineries and petroleum product pipelines. Any waiver of the coastwise laws, whether
in response to natural disasters or otherwise, could result in increased competition from foreign product carrier and
barge operators, which could reduce our revenues and cash avaitable for distribution.

During the past several years, interest groups have lobbied Congress to repeal or modify the Jones Act in order to
facilitate foreign-flag competition for trades and cargoes currently reserved for U.S. flag vessels under the Jones Act.
Foreign-flag vessels generally have lower construction costs and generally operate at significantly lower costs than
we do in U.S. markets, which would likely result in reduced charter rates. We believe that continued efforts will be
made to modify or repeal the Jones Act. If these efforts are successful, foreign-flag vessels could be permitted to
trade in the United States coastwise trade and significantly increase competition with our fleet, which could have a
material adverse effect on our business, results of operations, financtal condition and ability to make cash
distributions.

Additionally, the Jones Act restrictions on the provision of maritime cabotage services are subject to certain
exceptions under certain internaticnal trade agreements, including the General Agreement on Trade in Services and
the North American Free Trade Agreement. If maritime cabotage services were included in the General Agreement on
Trade in Services, the North American Free Trade Agreement or other International trade agreements, the
transportation of maritime cargo between U.S. ports could be opened to foreign-flag or foreign-manufactured vessels.

We are subject to complex laws and regulations, including environmental regulations that can adversely affect
the cost, manner or feasibility of doing business.

Increasingly stringent federal, state and local laws and regulations governing worker health and safety, insurance
requirements and the manning, construction, operation and transfer of vessels significantly affect our operations.
Many aspects of the marine transportation industry are subject to extensive governmental regulation by the U.S.
Coast Guard, the Department of Transportation, the Department of Homeland Security, the Environmental Protection
Agency, the National Transportation Safety Board, the U.S. Customs Service and the U.S. Maritime Administration, as
well as regulation by private industry organizations, such as the American Bureau of Shipping. The U.S. Coast Guard
and the National Transportation Safety Board set safety standards and are authorized to investigate vessel accidents
and recommend improved safety standards. The U.S. Coast Guard is authorized to inspect vessels at will.

Qur operations are also subject to federal, state, local and international laws and regulations that control the
discharge of pollutants into the environment or otherwise relate to environmental protection. In order to maintain
compliance with environmental laws and regulations, we incur, and expect to continue to incur, substantial costs in
meeting maintenance and inspection requirements, developing and implementing emergency preparedness
procedures and obtaining insurance coverage or other required evidence of financial ability sufficient to address
poliution incidents. Environmental requirements can also:

= impair the economic value of our vessels;

* make our vessels less desirable to potential charterers;

* require a reduction in cargo capacity, ship medifications or operational changes or restrictions;

* lead to decreases in available insurance coverage for environmental matters; and

* result in the denial of access to certain jurisdictional waters or ports, or detention in certain ports.

If we fail to comply with applicable envircnmental laws or regulations, such non-compliance could resuit in
substantial civil or criminal fines or penalties and other sanctions, including in certain instances, seizure or detention
of our vessels.
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In addition, some environmental laws impose strict liability for remediation of spills and releases of oil and hazardous
substances, which could subject us to liability even if we are neither negligent nor at fault. Under OPA 90, owners,
operators and bareboat charterers are jointly and severally strictly liable for the discharge of ol within the 200-mile
exclusive economic zone around the United States. In addition, an oil spill or cther release of hazardous substances
could result in significant liability, including fines, penalties, criminal liability and costs for natural resource damages
under other federal and state laws, third party personal injury or property damage claims or other civil actions. The
potential for oil spilis or other releases could increase as we increase the size of our fleet. Most states bordering on a
navigable waterway have also enacted legislation providing for potentially unlimited liability for the discharge of
pollutants within their waters, For more information, please read “Business—Regulation.”

We believe that regulation of the shipping industry will continue to become more stringent and more expensive for us
and our competitors. In addition, a serious marine incident occurring in U.S. waters that results in significant oil
pollution could resuit in additional legisiation or regulation. Future environmental requirements may be adopted that
could limit our ability to operate_or require us to incur substantial additional costs.

Marine transportation is inherently risky and an incident involving significant loss of environmental
contamination by any of our vessels could harm our reputation and business.
Our vessels and their cargoes are at risk of being damaged or lost because of events such as:

+ marine disasters;

bad weather;

» mechanical failures;

grounding, fire, explosions and collisions;

¢ human error; and

* war and terrorism.

An accident involving any of our vessels could result in any of the following:

» death or injury to persons, loss of property or environmental damage;

*

delays in the delivery of cargo;

* loss of revenues from or termination of charter coniracts;

* governmental fines, penalties or restrictions on conducting business;
* higher insurance rates; and

¢ damage to our reputation and customer relationships.

Our insurance may be insufficient to cover losses that may occur to our property or result from our
operations.

The operation of vessels that carry crude oil or refined petroleum products is inherently risky. Although we carry
insurance to protect against most of the accident-related risks involved in the conduct of our business, risks may
arise for which we are not adequately insured. For example, a catastrophic spill could exceed our insurance coverage
and have a material adverse effect on our operations. Any particular claim may not be paid by our insurance and any
claims coverad by insurance would be subject to deductibles, the aggregate amount of which could be material. Any
uninsured or underinsured loss could harm our business and financial condition. In addition, our insurance may be
voidable by the insurers as a result of certain of our actions, such as our ships failing to maintain certification with
applicable marittme self-regulatory organizations. Furthermore, even if insurance coverage is adequate to cover our
losses, we may not be able to obtain a replacement ship in a timely manner in the event of a loss.

In addition, we may not be able to procure adequate insurance coverage at commercially reasonable rates in the
future. In the past, new and stricter environmental regulations have led to higher costs for insurance covering
environmental damage or pollution and new regulations could lead to similar increases, or even make this type of
insurance unavailable. Changes in the insurance markets attributable to terrorist attacks may also make certain types
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of insurance more difficult to obtain. The insurance that may be available to us in the future may be significantly more
expensive than our existing coverage.

Certain of our insurance coverage is maintained through mutual protection and indemnity associations and, as a
member of such associations, we may be required to make additional payments over and above budgeted premiums
if member claims exceed the reserves of the association. We may be subject to calls or premiums in amounts based
not only on our own ¢laim records, but also the claim records of all other members of protection and indemnity
associations through which we obtain insurance coverage for tort liability. Cur payment of these calls could result in
significant additional expenses.

increased competition from pipelines could result in reduced profitability.

We compete with pipelines that carry refined petroleum products. Long-haul transportation of refined petroleum
products is generally less costly by pipeline than by vessel. The construction of new pipelines to carry refined
petroleum products into the markets we serve, including pipeline segments that connect with existing pipelines, the
expansion of existing pipelines and the conversion of pipelines that do not currently carry refined products, could
adversely affect our ability to compete in particular locations. For example, although a previous proposal to build a
refined petroleum products pipeline through the Gulf of Mexico from Mississippi to Tampa, Florida was abandoned in
20086, the construction of any such pipeline in the future could decrease demand for our product carriers and barges
and cause our charter rates to decline.

An increase in the price of fuel may adversely affect our business and results of operations.

The cost of fuel for our vessels is a significant component of our voyage expenses under our voyage charters and we
have recently experienced significant increases in the cost of fuel used in our operations. While we have been able to
pass a portion of these increases on to our customers pursuant to the terms of our charters, there can be no
assurances that we will be able to pass on any future increases in fuel prices. If fuel prices continue te increase and
we are not able to pass such increases on to our customers, our business, results of operations, financial condition
and ability to make cash distributions may be adversely affected.

Over time, vessel values may fluctuate substantially and, if these values are lower at a time when we are
attempting to dispose of a vessel, we may incur a loss.

Vessel values for our fleet can fluctuate substantially over time due to a number of different factors, including:

e the prevailing and expected levels of charter rates in the Jones Act market;

+ the age of our vessels;

» the capacity of U.S. pipelines;

» the capacity of U.S. refineries;

» the number of vessels in the Jones Act fleet;

the efficiency of the Jones Act fleet; and

the cost of retrofitting or modifying existing vessels as a result of technological advances in vessel design or
equipment, changes in applicable environmental or other regulations or standards or otherwise.

Our inability to dispose of a vessel at a certain value could result in a loss on its sale. Declining vessel values could
adversely affect our liquidity by limiting our ability to raise cash by arranging debt secured by our vessels or
refinancing such debt. Declining vessel values could also result in a breach of loan covenants or trigger events of
default under relevant financing agreements that require us to maintain certain loan-to-value ratios. In such instances,
if we are unable to pledge additional collateral to offset the decline in vessel values, our tenders could accelerate our
debt and foreclose on our vessels pledged as collateral for the loans.

Maritime claimants could arrest our vessels, which could interrupt our cash flow.

Crew members, suppliers of goods and services to a vessel, shippers of cargo and other parties may be entitled to a
maritime fien against that vessel for unsatisfied debts, claims or damages. In many jurisdictions, a maritime lien
holder may enforce its lien by arresting a vessel through foreclosure proceedings. The arrest or attachment of one or
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more of our vessels could interrupt our cash flow and require us to pay whatever amount may be required to have
the arrest lifted.

The U.S. government could requisition our vessels during a period of war or emergency without adequate
compensation.

The U.S. government could requisition one or mors of our vessels for title or for hire. Requisition for title occurs when
a government takes control of a vessel and becomes its owner. Requisition for hire occurs when a government takes
control of a vessel and effectively becomes its charterer at dictated charter rates. Generally, requisitions occur during
periods of war or emergency, although governments may elect to requisition vessels in other circumstances. Although
we would be entitled to compensation in the event of a requisition of cne or more of our vessels, the amount and
timing of payment would be uncertain. Government requisition of one or more of our vessels may negatively impact
Our revenues.

Terrorist attacks, increased hostilities or war could lead to further economic instability, increased costs and
disruption of our business.

Terrorist attacks rmay adversely affect our business, operating results, financial condition, ability to raise capital and
future growth. Continuing hostilities in the Middle East may lead to additional armed conflicts or to further acts of
terrorism and civil disturbance in the United States or elsewhere, which may contribute further to economic instability
and disruption of oil and petroleum production and distribution, which could in turn result in reduced demand for our
services.

In addition, oil and petroleurn facilities, shipyards, vessels, pipelines and oil and gas fields could be targets of future
terrorist attacks. Any such attacks could lead to, among other things, bodily injury or loss of life, vessel or other
property damage, increased vessel operational costs, including insurance costs, and the inability to transport oil and
petroleurn to or from certain locations. Terrorist attacks, war or other events beyond our controf that adversely affect
the distribution, production or transportation of oil or petroleum to be shipped by us could entitle our customers to
terminate the charters for our vessels, which would harm our cash flow and our business.

Terrorist attacks, or the perception that oil and petroleum facilities and carriers are potential terrorist targets, could
materially and adversely affect expansion of cil and petroleum infrastructure and the continued supply of oil and
petroleum to the United States and other countriss. Concern that oil and petroleum facilities may be targeted for
attack by terrorists has contributed to significant community and environmental resistance to the construction of a
number of oll and petroleum facilities, primarlly in North America. If a terrorist incident involving an oil and petroleum
facility or carrier did occur, the incident may adversely affect construction of additional oil and petroleum facilities in
the United States and other countries or the temporary or permanent closing of various oil and petroleum facilities
currently in operation.

In addition, heightened awareness of security needs after the terrorist attacks of September 11, 2001 has caused the
U.S. Coast Guard, the International Maritime Organization and the states and local ports to adopt heightened security
procedures relating to ports and vessels. Complying with these procedures, as well as the implementation of security
plans for our vessels required by the Maritime Transportation Security Act of 2002, have increased our costs of
security.

We depend on key personnel of OSGM for the success of our business and some of those persons face
confiicts in the allocation of their time to our business.

We depend on the services of our senior management team and other key personnel of OSGM. We may not be able
to locate or employ on acceptable terms qualified replacements for senior management or key employees if their
services were no longer available. In addition, OSGM may not be able to hire vessel personnel meeting its standards
if we expand our fleet. As a result of the planned expansion of our fleet through the construction of new vessels,
OSGM may also need to hire additional key technical, support and other qualified personnel to ensure that
construction is completed timely and on budget. If OSGM is unsuccessful in attracting such personne, it could have
a materia! adverse effect on our business, results of operations and financial condition.

In addition, our senicr management and many of the other key perscnnel of OSGM are not required to work full-time
on our affairs and also work for affiliates of our general partner, including OSG. The affiliates of our general partner
conduct substantial businesses and activities of their own in which we have nc economic interest. As a result, these
individuals may face conflicts regarding the allocation of their time between our business and OSG's business,
resulting in these employees spending less time in managing our business and affairs than they do currently.
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Risks Related to Our Common Units

Following the establishment of cash reserves and payment of fees and expenses, including payments to our
general partner, we may not have sufficient cash from operations to enable us to pay the minimum quarterly
distribution on our common units.

Following the establishment of cash reserves and the payment of fees and expenses, including payments to our
general partner, we may not have sufficient cash available each quarter to pay the minimum quarterly distribution of
$0.375 per common unit. The amount of cash we can distribute on our common units principally depends upon the
amount of cash we generate from our operations, which may fluctuate from quarter to guarter based on risks
inherent in our business, including, among other things:

* the rates we obtain from charters for our vessels and equity income we may receive from affiliated companies;
* the level of our operating costs, such as the cost of crews and insurance;
* the level of crude oil refining activity in the United States, particularly in the Gulf Coast region;

* the number of unscheduled off-hire days for our vessels and the timing of, and the number of days required for,
scheduled drydockings of our vessels;

* delays in the delivery of newbuilds and the resulting delay in receipt of revenue from those vessels;
* prevailing economic and political conditions; and

+ the effect of governmental regulations and maritime self-regulatory crganization standards on the conduct of our
business.

The actual amount of cash we will have available for distribution will also depend on other factors, some of which are
beyond our control, such as:

* the level of capital expenditures we make for maintaining our vessels, building new vessels, acquiring existing
second-hand vessels and possibly retrofitting vessels to comply with the Oil Pollution Act of 1990 (“OPA 907);

* our debt service requirements and restrictions on distributions contained in our senior secured revolving credit
facility and our secured term loans;

interest rate fluctuations;

the cost of acquisitions, if any;

fluctuations in our working capital needs;

our ability to make working capital or other borrowings, including borrowings to pay distributions to unitholders;
and

the amount of any cash reserves, including reserves for future capital expenditures and other matters, established
by our general partner in its discretion.

The amount of cash we generate from our operations may differ materially from our profit or loss for the period,
which will be affacted by non-cash items. As a result of this and the other factors mentioned above, we may make
cash distributions during periods when we record losses and may not make cash distributions during periods when
wa record net income.

OSG controls our general partner, which has sole responsibility for conducting our business and managing
our operations. Qur general partner and its affiliatas, including OSG, have conflicts of interest with us and
limfted fiduciary duties, and may favor their own interests to our unitholders’ detriment.

O8G owns a 75.5% interest in us, including a 2% interest through our general partner, which OSG owns and
controls. Although our general partner has a fiduciary duty to manage us in a manner beneficial to us and our
unitholders, the directers and officers of our general partner have a fiduciary duty to manage our general partner in a
manner beneficial to its owner, OSG. Furthermore, all of the officers of cur genera! partner and four of the directors of
our general partner are officers of OSG or its affiliates and, as such, they have fiductary duties to OSG that may
cause them to pursue business strategies that favor OSG or which otherwise are not in the best interests of us or our
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unitholders. Therefore, conflicts of interest may arise between OSG and its affiliates, including our general partner
and its officers, on the one hand, and us and our unitholders, on the other hand. In resolving these conflicts of
interest, our general partner and its affiliates may favor their own interests over the interests of our unitholders. These
conflicts include, among others, the following:

* neither our partnership agreement nor any other agreement requires OSG or its affiliates (other than our general
partner) to pursue a business strategy that favors us and O8G's officers and directors have a fiduciary duty to
make decisions in the best interests of the stockholders of OSG, which may be contrary to our interests;

» the executive officers and four of the directors of our general partner also serve as executive officers of OSG;

= our general partner is allowed to take into account the interests of parties other than us, such as OSG and its
affiliates, in resolving conflicts of interest;

+ OSG and its affiliates have the ability to compete with us. Please read “Certain Relationships and Related
Transactions and Director Independence—Omnibus Agreement—Noncompetition”;

* our general partner may make a determination to receive a quantity of our Class B units in exchange for resetting
the target distribution levals related to its incentive distribution rights without the approval of the conflicts
committee of our general partner or our unitholders;

+ some officers of OSG who provide services to us also will devote significant time to the business of OSG, and will
be compensated by OSG for the services rendered to it;

» our general partner has limited its liability and reduced its fiduciary duties under Delaware law and has also
restricted the remedies available to our unitholders for actions that, without such limitations, might constitute
breaches of fiduciary duty and, by purchasing common units, unitholders will be deemed to have consented to
some actions and conflicts of interest that might otherwise constitute a breach of fiduciary or other duties under
applicable law;

* our general partner determines the amount and timing of our cash reserves, asset purchases and sales, borrowings
and issuances of additional partnership securities, each of which can affect the amount of cash that is available for
distribution to our unitholders;

* our general partner determines the amount and timing of any capital expenditures and, based on the applicable
facts and circumstances, whether a capital expenditure is classified as a maintenance capital expenditure, which-
reduces operating surplus, or an expansion capital expenditure, which does not reduce operating surplus. The
determination can affect the amount of cash that is distributed to our unitholders and the ability of the
subordinated units to convert to common units;

* in some instances, our general partner may cause us to borrow funds in order to permit the payment of cash
distributions, even if the purpose or effect of the borrowing is to make a distribution on the subordinated units
owned by OSG, to make incentive distributions or to accelerate the expiration of the subordination period;

* our general partner determines which costs incurred by it and its affiliates are reimbursable by us;

+ our partnership agreement does not restrict our general partner from causing us to pay it or its affiliates for any
services rendered to us or from entering into additional contractual arrangements with any of these entities on our
behalf;

» our general partner intends to limit its liability regarding our contractual and cther obligations and, in some
circumstances, is entitled to be indemnified by us;

* our general partner may exercise its limited right to call and purchase our common units if it and its affillates own
more than 80% of our common units;

¢ our general partner controls the enforcermnent of obligations owed to us by it and its affiliates; and
« our general partner decides whether to retain separate counsel, accountants or others to perform services for us.

0SG and its affiliates may engage in competition with us. Pursuant to the omnibus agreement to be entered into
between us and OSG in connection with the completion of our initial public offering, OSG and its controlled affiliates
{other than us, our general partner and our subsidiaries) will agree not to engage in or acquire or invest in any
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business that provides marine transportation or distribution services in connection with the transportation of crude oil
and refined petroleum products by water between points in the United States to which the United States coastwise
laws apply, to the extent such business generates qualifying income for federal income tax purposes. The omnibus
agreement, however, contains significant exceptions that may allow OSG or any of its controlled affiliates to compete
with us, which could harm our business. Please read "Certain Relationships and Related Transactions—Omnibus
Agreement—Noncompetition.”

We do not have 100% ownership of some of our assets and may need the consent of third parties to take
certain actions, which may prevent us from operating or dealing with those assets as we deem them
appropriate or necessary.

We do not have 100% ownership of some of our assets, such as the product carriers we bareboat charter from Aker
and our economic interests in Alaska Tanker Company, LLC. By not having complete ownership of these and other
assets, we may need to obtain prior consent of third parties to take certain commercial actions. If we are unable to
obtain such consents on commercially reascnable and satisfactory terms, our ability to operate or deal with those
assets may be adversely affected.

Our partnership agreement limits our general partner’s fiduciary duties to our unitholders and restricts the
remedies available to unitholders for actions taken by our general pariner that might otherwise constitute
breaches of fiduciary duty.

Qur partnership agreement contains provisions that reduce the fiduciary standards to which our general partner
would otherwise be held by Delaware law. For example, our partnership agreement:

* permits our general partner to make a number of decisions in its individual capacity, as opposed to in its capacity
as our general partner, which permits our general partner to consider only the interests and factors that it desires.
In such cases, it has no duty or obligation to give any consideration to any interest of, or factors affecting us, our
affiliates or our unitho!ders. Decisions made by our general partner in its individual capacity will be made by its
sole owner, OSG, and not by the board of directors of our general partner. Examples include the exercise of its
right to receive Class B units in exchange for resetting the target distribution levels related to its incentive
distribution rights, the exercise of its limited call right, its rights to transfer or vote the units it owns, its registration
rights and its determination whether or not to consent to any merger or consolidation of the partnership or
amendment of the partnership agreement;

+ provides that our general partner will not have any liability to us or our unitholders for decisions made in its
capacity as general partner so long as it acted in “good faith,” meaning it reasonably believed that the decision
was in our best interests;

« generally provides that affiliated transactions and resolutions of conflicts of interest not approved by the conflicts
committee of the board of directors of our general partner acting in goed faith and not involving a vote of
unitholders must be on terms no less favorable to us than those generally being provided to or available from
unrelated third parties or must be “fair and reasonable” to us, as determined by our general partner in good faith,
and that, in determining whether a transaction or resolution is “fair and reasonable,” our general partner may
consider the totality of the relationships among the parties involved, including other transactions that may be
particularly advantageous or beneficial to us;

* provides that our general partner and its affiliates and their officers and directors will not be liable for monetary
damages to us or our unitholders for any acts or omissions unless there has been a final and non-appealable
judgment entered by a court of competent jurisdiction determining that our general partner or those other persons
acted in bad faith or engaged in fraud or willful misconduct or, in the case of a criminal matter, acted with
knowledge that the conduct was criminal; and

* provides that in resolving conflicts of interest, it will be presumed that in making its decision the general partner or
its conflicts committee acted in good faith, and in any proceeding brought by or on behalf of any limited partner or
us, the person bringing or prosecuting such proceeding will have the burden of overcoming such presumption.

36 QS8G America L.P.




Cost reimbursements payable to our general partner and its affiliates, which will be datermined by our
general partner, will be substantial and will reduce our cash available for distribution to our unitholders.

Prior to making any distribution on the common units, we will reimburse our generaf partner and its affiliates for all
expenses they incur on our behalf, including a portion of the compensation of our directors and officers who are
employees of OSG for the time they spend on partnership matters, which will be determined by our general partner.
These expenses will include all costs incurred by cur general partner and its affiliates in providing certain commercial
and technical management services and administrative, financial and other support services to us and certain of our
subsidiaries, including services rendered to us pursuant to the agreements described below under “Certain
Relationships and Related Party Transactions—Management Agreement” and contain “Certain Relationships and
Related Party Transactions—Administrative Services Agreement.” The reimbursement of expenses to our general
partner and its affiliates could adversely affect our ability to pay cash distributions to our unitholders. In addition,
under Delaware partnership law, our general partner has unlimited liability for our obligations, such as our debts and
environmental liabilities, except for our contractual obligations that are expressly made without recourse to our
general partner. To the extent our general partner incurs obligations on our behalf, we are obligated to reimburse or
indemnify it. If we are unable or unwilling to reimburse or indemnify our general partner, our general partner may take
actions to cause us to make payments of these obligations and liabilities. Any such payments could reduce the
amount of cash otherwise available for distribution to our unitholders.

Holders of our common units have limited voting rights and are not entitied to elect our general partner or its
directors, which could reduce the price at which the common units will trade.

Unlike the holders of common stock in a corporation, unitholders have only limited voting rights on matters affecting
our business and, therefore, limited ability to influence management’s decisions regarding our business. Unitholders
did not elect our general partner or its board of directors and will have no right to elect our general partner or its
board of directors on an annual or any other continuing basis. The board of directors of our general partner, including
the independent directors, is chosen by OSG. Furthermore, if unitholders are dissatisfied with the performance of our
general partner, their ability to remove our general partner is limited. As a result of these limitations in the rights of
our unitholders, the price at which the common units will trade could be diminished because of the absence or
reduction of a takecver premium in the trading price.

Even if unitholders are dissatisfied, they cannot remove our general partner without its consent.

The vote of the holders of at least 66%% of all cutstanding common and subardinated units voting together as a
single class is required to remove our general partner. QSG owns 75.5% of our common units and subordinated
units. Therefore, unitholders will be unable initially to remove our general partner without its consent because our
general partner and its affiliates will own sufficient units to prevent its removal.

Also, if our general partner is removed without “cause™ during the subordination period and units held by our general
partner and OSG are not voted in favor of that removal, all remaining subordinated units will automatically be
converted into common units and any existing arrearages on the common units will be extinguished. The removal of
our general partner under these circumstances would adversely affect the common units by prematurely eliminating
their distribution and liquidation preference over the subordinated units, which would otherwise have continued until
we had met certain distribution and performance targets. “Cause” is narrowly defined in our partnership agreement to
mean that a court of competent jurisdiction has entered a final, non-appealable judgment finding our general partner
liable for actual fraud or willful or wanton misconduct in its capacity as our general partner. “Cause” does not include
most cases of alleged poor management of the business, so the removal of our general partner because of the
unitholders’ dissatisfaction with our general partner's performance in managing our partnership will most likely result
in the termination of the subordination period and the conversion of all subordinated units to common units.

Our partnership agreement restricts the voting rights of unitholders owning 20% or more of ocur
common units.

Our partnership agreement restricts unitholders’ voting rights by providing that any units held by a person that owns
20% or more of any class of units then outstanding, other than our general partner, its affiliates, their transferees and
persons who acquired such units with the prior approval of the beard of directors of our general partner, cannot vote
on any matter. The partnership agreement also contains provisions limiting the ability of unitholders to call meetings
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or to acquire information about our operations, as well as other provisions limiting the ability of the unitholders to
influence the manner or direction of management.

The control of our general partner may be transferred to a third parily without unitholder consent.

Our general parther may transfer its general partner interest to a third party in a merger or in a sale of all or
substantially all of its assets without the consent of the unitholders, so long as the third party satisfies the citizenship
requirements of the Jones Act. In addition, our partnership agreement does not restrict the ability of OSG or any
subsequent member of our general partner from transferring all or a portion of its membership interests in our general
partner to a third party as long as the citizenship requirements of the Jones Act are satisfied. In the event of any
such transfer, the new member or members of our general partner would be in a position to replace the board of
directors and officers of our general partner with their own designees and thereby influence the decisions taken by
the board of directors and officers.

We may issue additional equity securities without unitholders’ approval, which would dilute the ownership
interests.

Our general partner, without the approval of our unitholders, may cause us to issue an unlimited number of additional
units or other equity securities, subject to any limitations imposed by the New York Stock Exchange. The issuance by
| us of additional commeon units or other equity securities may have the following effects:

* our unitholders’ proportionate ownership interest in us will decrease;
» the amount of cash available to pay distributions on each unit may decrease,

* because a smaller percentage of total outstanding units will be subordinated units, the risk that a shertfall in the
payment of the minimum quarterly distribution will be borne by our common unitholders will increase;

the ratio of taxable income to distributions may increase,

the relative voting strength of each previously outstanding unit may be diminished; and

the market price of the common units may decline.

0SG may sell units in the public or private markets, which may have adverse effects on the price of our
common units.

OSG hoids 7,500,000 common units and 15,000,000 subordinated units, representing a 73.5% limited partner interest
in us. All of the subordinated units will convert into common units at the end of the subordination period, which could
occur as early as the first business day after September 30, 2010, and all of the subordinated units may convert into
common units earlier than such date if additional tests are satisfied. OSG may, from time to time, sell all or a portion
of its common units or subordinated units in the public or private markets. Sales of any of these units, or the
anticipation of such sales, could lower the market price of our common units and may make it more difficult for us to
sell our equity securities in the future at a time and at a price that we deem appropriate.

We have granted registration rights to our general partner and its affiliates, including OSG, and their assignees. These
registration rights continue for two years following any withdrawal or removal of our general partner. These
unitholders have the right, subject to some conditions, to require us to file registration statements covering any of our
common, subordinated or other equity securities owned by them or to include those securities in registration
statements that we may file for ourselves or our unitholders. By exercising their registration rights and selling a large
number of common units or other securities, these unithelders could cause the price of our commoen units to decline.

We have a holding company structure in which our subsidiaries conduct our operations and own our
operating assets, which may affect our ability to make distributions to our unitholders.

We have a holding company structure and our operating subsidiaries conduct all of our operations and own all of our
operating assets. We have no significant assets other than our ownership interests in our subsidiaries and our equity
investments. As a result, our ability to make distributions on our commen units depends on the performance of our
subsidiaries and our equity investments and their ability to distribute funds to us. The ability of our subsidiaries and
joint ventures to make distributions to us may be restricted by, among other things, the provisions of existing and
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future indebtedness, applicable state partnership and limited liability company laws and other laws and regulations. If
we are unable to obtain the funds necessary to make distributions on our common units, we may be required to
adopt one or more alternatives, such as borrowing funds to make distributions on our common units. We cannot
assure our unitholders that we would be able to borrow funds to make distributions on our common units.

Our partnership agreement currently limits the ownership of our partnership interests by individuals or
entities that are not U.S. citizens. This restriction could limit the liquidity of our common units.

In order to ensure compliance with Jones Act citizenship requirements, the board of directors of our general partner
has adopted a requirement that at least 85% of the interests in our partnership must be held by U.S. citizens. This

requirement may have an adverse impact on the liquidity or market value of our common units because holders will
be unable to sell units to non-U.S. citizens. Any purported transfer of common units in violation of these provisions

will be ineffective to transfer the common units or any voting, dividend or other rights associated with them.

In establishing cash reserves, our general partner may reduce the amount of cash available for distributions
to our unitholders.

Our partnership agreement requires our general partner to deduct cash reserves from our operating surplus that it
determines are necessary to fund our future operating expenditures. These reserves will affect the amount of cash
available for distribution to our unitholders. Qur general partner may establish reserves for distributions on the
subordinated units, but only if those reserves wili not prevent us from distributing the full minimum gquarterly
distribution, plus any arrearages, on the common units for the following four quarters. Qur partnership agreement
requires our general partner each quarter to deduct from operating surplus estimated maintenance capital
expenditures, as opposed to actual expenditures, which could reduce the amount of available cash for distribution.
The amount of estimated maintenance capital expenditures deducted from operating surplus is subject to review and
change by the board of directors of our general partner at least once a year, provided that any change must be
approved by the conflicts committee. In addition, see above “Risks Inherent in Our Business—We must make
substantial capital expenditures to maintain the operating capacity of our fleet, which will reduce our cash available
for distribution. In addition, our general partner is required to deduct estimated maintenance capital expenditures
from operating surplus each quarter, which may result in less cash available to unitholders than if actual maintenance
capital expenditures were deducted.”

Our general partner has a limited call right that may require our unitholders to sell their common units at an
undesirable time or price and is not required to obtain a fairness opinion in connection with the exercise of its
call right.

if at any time our general partner and its affiliates own more than 80% of the commen units, our general partner will
have the right, but not the obligation, to acquire all, but not less than all, of the common units held by unaffiliated
persons at a price not less than their then-current market price as determined in accordance with our partnership
agreement. Our general partner may assign this right to any of its affiliates or to us. As a result, our unitholders may
be required to sell thelr common units at an undesirable time or price and may not receive any return on their
investment. Qur unitholders may also incur a tax liability upon a sale of their units. Qur general partner is not
obligated to obtain a fairness opinion regarding the value of the common units to be repurchased by it upon exercise
of the limited call right. There is no restriction in our partnership agreement that prevents our general partner from
issuing additional common units and exercising its call right. If our general partner exercised its limited call right, the
effect would be to take us private and, if the units were subsequently deregistered, we would no longer be subject to
the reporting requirements of the Securities Exchange Act of 1934.

0SG owns common units representing a 24.5% limited partner interest in us, together with 15,000,000 subordinated
units representing an additional 49% limited partnership interest in us. At the end of the subordination period,
assuming no additional isswances of common units, and conversion of our subordinated units into common units,
0OSG will own common units representing a 73.5% limited partner interest in us. Our general partner and its affiliates
may own enough of our common units to enable our general partner to exercise its call right.
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Our general partner may elect to cause us to issue Class B units and general partner units 1o it in connection
with a resetting of the target distribution levels related to our general partner’s incentive distribution rights,
without the approval of the conflicts committee of our general partner or our unitholders. This could result in
fower distributions to our common unitholders,

Qur general partner has the right, at any time when there are no subordinated units outstanding and it has received
incentive distributions at the highest level to which it is entitled (48%) for each of the prior four consecutive quarters,
to reset the initial cash target distribution levels at higher levels based on the distribution at the time of the exearcise
of the reset election. Following a reset election by our general partner, the minimum quarterly distribution amount will
be reset to an amount equal to the average cash distribution amount per common unit for the two quarters
immediately preceding the reset election (we refer to this amount as the “reset minimum quarterly distribution”) and
the target distribution levels will be reset to correspondingly higher levels based on percentage increases above the
reset minimum quarterly distribution amount.

In connection with resetting these target distribution levels, our general partner will be entitled to receive a number of
Class B units and general partner units. The Class B units will be entitled to the same cash distributions per unit as
our common units and will be convertible into an equal number of common units. The number of Class 8 units to be
issued will be equal to the number of units whose aggregate quarterly cash distributions equaled the average of the
distributions to our general partner on the incentive distribution rights in the prior two quarters. The number of
general partner units to be issued will be an amount that will maintain our general partner’s ownership interest
immediately prior to the reset election. We anticipate that our general partner would exercise this reset right in order
to facilitate acquisitions or internal growth projects that would not be sufficiently accretive to cash distributions per
common unit without such conversion. it is possible, however, that our general partner could exercise this reset
election at a time when it is experiencing, or may be expected to experience, declines in the cash distributions it
receives related to its incentive distribution rights and may therefore desire to be issued our Class B units rather than
retain the right to receive incentive distributions based on the initial target distribution levels. As a result, a reset
slectfon may cause our common unitholders to experience dilution in the amount of cash distributions that they
would have otherwise received had we not issued new Class B units and general partner units to our general partner
in connection with resetting the target distribution levels related to our general partner’s incentive distribution rights.

If we make distributions out of capital surplus, as opposed to operating surplus, such distributions will
constitute a return of capital and will result in a reduction in the minimum quarterly distribution and the
target distribution levels.

Qur partnership agreement treats a distribution of capital surplus as the repayment of the initial unit price, which is a
return of capital. The initia! offering price less any distributions of capital surplus per unit is referred to as the
“unrecovered capital.” Each time a distribution of capital surplus is made, the minimum guarterly distribution and the
target distribution levels will be reduced in the same proportion as the corresponding reduction in the unrecovered
capital per unit, which would adversely affect the amount of distributions you would receive. Because distributions of
capital surplus will reduce the minimum quarterly distribution, after any of these distributions it may be easier for our
general partner to receive incentive distributions and for the subordinated units to convert into common units.
However, any distribution of capital surplus before the minimum quarterly distribution is reduced to zero cannot be
applied to the payment of the minimum quarterly distribution or any arrearages. We do not anticipate that we will
make any distributions from capital surplus.

Unitholders may not have limited liability if a court finds that unitholder action constitutes control of our
business.

As a limited partner in a partnership organized under Delaware law, our unitholders could be held liable for our
obligations to the same extent as a general partner if a court or government agency determined that:

* we were conducting business in a state but had not complied with that particular state's partnership statute; or

* our unitholders’ right to act with other unitholders to remove or replace the general partner, to approve some
amendments to our partnership agreement or to take other actions under cur partnership agreement constitute
“control” of our business.
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Our general partner generally has unlimited liability for the obligations of the partnership, such as its debts and
environmental liabilities, except for those contractual obligations of the partnership that are expressly made without
recourse to our general partner. In addition, the limitations on the liability of holders of limited partner interests for the
obligations of a limited partnership have not been clearly established in some other jurisdictions in which we do
business.

We can borrow money to pay distributions, which would reduce the amount of borrowing capacity available to
operate our business.

Our partnership agreement will allow us to make working capital borrowings to pay distributions. Accerdingly, we can
make distributions on all our units even though cash generated by our operations may not be sufficient to pay such
distributions. Any working capital borrowings by us to make distributions will reduce the amount of working capital
borrowings available for operating our business. For more information, please read “Management's Discussion and
Analysis of Financial Condition and Results of Operations—Liquidity and Sources of Capital—Senior Secured
Revolving Credit Facility.”

Restrictions in our debt agreements will limit our ability to pay distributions upon the occurrence of certain
events.

Our senior secured revolving credit facility and our secured term loans limit our ability to pay distributions upon the ‘
occurrence of the following events, among others: |

» failure to pay any principal, interest, fees, expenses or other amounts when due;

» breach or lapse of any insurance with respect to the vessels; - ‘

breach of certain financial covenants; ‘

failure to observe any other agreement, security instrument, obfigation or covenant beyond specified cure periods
in certain cases;

default under other indebtedness;

bankruptcy or insolvency events;

failure of any representation or warranty to be materially correct;
* a change of control, as defined in the applicable debt agreement; and
» any other event of default, as defined in the applicable debt agreement.

Any subsequent refinancing of our current debt or any new debt could have similar restrictions.

Increases in interast rates may cause the market price of our common unils to decline.

An increase in interest rates may cause a corresponding decline in demand for equity investments in general and in
particular for yield-based equity investments such as our common ‘units. Any such increase in interest rates or
reduction in demand for our common units resutting from other relatively more attractive investment opportunities
may cause the trading price of our common units to decline.

Unitholders may have liability to repay distributions that were wrongfully distributed to them.

Under some circumstances, unitholders may have to repay amounts wrongfully returned or distributed to them. We
may not make a distribution to our unithoiders if the distribution would cause our liabilities to exceed the fair value of
our assets. Delaware law provides that for a period of three years from the date of the impermissible distribution,
timited partners who received the distribution and who knew at the time of the distribution that it violated Delaware
law will be liable to the limited partnership for the distribution amount. Purchasers of units who become limited
partners are liable for the obligations of the transferring limited partner to make contributions to the partnership that
are known to the purchaser at the time it became a limited partner and for unknown obligations if the fiabilities could
be determined from the partnership agreement. Liabilities to partners on account of their partnership interest and
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liabilities that are non-recourse to the partnership are not counted for purposes of determining whether a distribution
is permitted.

Tax Risks

Our tax treatment depends on our status as a parinership for federal income tax purposes and not being
subject to entity-ievel taxation by states. If the IAS was to treat us as a corporation or if wa were to become
subject to entity-level taxation for state tax purposes, then our cash available for distribution to you would be
substantially reduced.

The anticipated after-tax benefit of an investment in our common units depends largely on our being treated as a
partnership for federal income tax purposes. We have not requested, and do not plan to request, a ruling from the
IRS on this matter.

if we were treated as a corporation for federal income tax purposes, we would pay federal income tax an our income
at the corporate tax rate, which is currently a maximum of 35%. Distributions to our unitholders would generally be
taxed again as corporate distributions and no income, gains, losses, deductions or credits would flow through to our
unitholders. Because a tax would be imposed upon us as a corporation, our cash available for distribution to our
unitholders would be substantially reduced. Treatment of us as a corporation would result in a material reduction in
the anticipated cash flow and after-tax return to our unitholders, likely causing a substantial reduction in the value of
the common units.

Current law may change, causing us to be treated as a corporation for federal income tax purposes or otherwise
subjecting us to entity-lavel taxation. For example, due to widespread state budget deficits in recent years, several
states have been evaluating ways to subject partnerships to entity-level taxation through the imposition of state
income tax, franchise tax or other forms of taxation. If any state were to impose a tax upon us as an entity, the cash
available for distribution to our unitholders would be reduced. Qur partnership agreement provides that if a law is
enacted or existing law is modified or interpreted in a manner that subjects us to taxation as a corporation or
otherwise subjects us to entity-level taxation for federal, state or local income tax purposes, then the minimum
quarterly distribution amount and the target distribution amounts will be adjusted to reflect the impact of that law on
us.

The tax treatment of publicly traded partnerships or an investment in our common units could be subject to
potential legislative, judicial or administrative changes and differing interpretations, possibly on a retroactive
basis.

The present U.S. federal income tax treatment of publicly traded partnerships, including us, or an investment in our
common units may be modified by administrative, legislative or judicial interpretation at any time. For example, in
response to certain recent developments, members of Congress are considering substantive changes to the definition
of qualifying income under Section 7704(d) of the Internal Revenue Code. It is possible that these efforts could result
in changes to the existing U.S. tax laws that affect publicly traded partnerships, including us. Any modification to the
U.S. federal income tax laws and interpretations thereof may or may not be applied retroactively. We are unable to
predict whether any of these changes, or other proposals, will ultimately be enacted. Any such changes could
negatively affect the value of an investment in our common units.

If the IRS contests the federal income tax positions we take, the market for our common units may be
adversely affected and the costs of any contest wiil be borne by our unitholders and our general partner.

We have not requested any ruling from the IRS with respect to our treatment as a partnership for federal income tax
purposes. The IRS may adopt positions that differ from the positions we take and it may be necessary to resort to ‘
administrative or court proceedings to sustain some or all of the positions we take. A court may not agree with some
or all of the positions we take. Any contest with the IRS may materially and adversely affect the market for our
common units and the price at which they trade. In addition, the costs of any contest with the IRS will result in a
reduction in cash available for distribution to our unitholders and our general partner and thus wlill be borne indirectly
by our unitholders and our general partner,

Cur unitholders will be required to pay taxes on their share of our income even if they do not receive any cash
distributions from us. Our unitholders will be required to pay federal income taxes and, in some cases, state and
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local income taxes on their share of our taxable income, whether or not they receive cash distributions from us. Our
unitholders may not receive cash distributions from us equat to their share of our taxable income or even equal to the
actual tax liability that result from their share of our taxable income.

The first cash distribution was paid by us in February 2008 based upon the period from November 14, 2007 to
December 31, 2007. Our unitholders will, however, be required to include in income their allocable share of our
income for the taxable period from completion of this offering untit December 31, 2007, without regard to whether
they receive corresponding cash distributions.

Tax gain or loss on the disposition of our common units could be different than expected. If our unitholders sell their
common units, they will recognize gain or loss equal to the difference between the amount realized and the tax basis
in those common units. Prior distributions to our unitholders in excess of the total net taxable income they were
allocated for a common unit, which decreased their tax basis in that common unit, will, in effect, become taxable
income to them if the common unit is sold at a price greater than their tax basis in that common unit, even if the
price they receive is less than their original cost. A substantial portion of the amount realized, whether or not
representing gain, may be taxed as ordinary income to our unitholders due to potential recapture items, including
depreciation recapture.

Tax-exempt entities and foreign persons face unique tax issues from owning common units that may result in
adverse tax consequences to them.

Investment in common units by tax-exempt entities, such as individual retirement accounts (“IRAs") and non-U.S.
persons raises issues unique to them. For example, virtually all of our income allocated to organizations exempt from
federal income tax, including IRAs and other retirement plans, will be unrelated business taxabls income and will be
taxable to them. Distributions to non-U.S. persons will be reduced by withholding taxes at the highest applicable
_effective tax rate and non-U.S. persons will be required to file U.S. federal income tax returns and pay tax on their
share of our taxable income.

We will treat each purchaser of units as having the same tax benefits without regard to the units purchased.
The IRS may challenge this treatment, which could adversely affect the value of the common units.

Because we cannot match transferors and transferees of common units, we will adopt depreciation and amortization
positions that may not conform to all aspects of existing Treasury regulations. A successful IRS chalienge to those
positions could adversely affect the amount of tax benefits available to our unitholders. It also could affect the timing
of these tax benefits or the amount of gain from our unitholders sale of common units and could have a negative
impact on the value of our common units or result in audit adjustments to our unitholders tax returns.

Qur unitholders will likely be subject to state and local taxes and return filing requirements as a result of
investing in our common units.

In addition to federal income taxes, our unitholders will likely be subject to other taxes, such as state and local
income taxes, unincorporated business taxes and estate, inheritance or intangible taxes that are imposed by the
various jurisdictions in which we do business or own property even if you do not live in these jurisdictions. Our
unitholders will likely be required to file state and local income tax returns and pay state and local income taxes in
some or all of these various jurisdictions. Further, our unitholders may be subject to penalties for failure to comply
with those requirements. We will initially conduct business in Florida, which does not impose an individual income
tax. We may own property or conduct business in other states or foreign countries in the future. It is our unitholders
responsibility to file all of your federal, state and local tax returns.

The sale or exchange of 50% or more of our capital and profits interests during any 12-month period will
result in the termination of our partnership for federal income tax purposes.

We will be considered to have terminated our status as a partnership for federal income tax purposes if there is a
sale or exchange of 50% or more of the total interests in our capital and profits within a 12-month period. Our
termination would, among other things, result in the closing of our taxable year for all unitholders and could result in
a deferral of depreciation deductions allowable in computing our taxable income.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

At December 31, 2007, we owned or operated (including newbuilds) an aggregate of 24 vessels. See tables
presented under ltem 1. Additional information about our fleet is set forth on our website, www.osgamerica.com.

ITEM 3. LEGAL PROCEEDINGS

We are party to routine, marine related claims, lawsuits and labor arbitrations arising in the ordinary course of our
business. The claims made in connection with our marine operations are covered by insurance, subject to applicable
policy deductibles that are not material as to any type of insurance coverage. We provide on a current basis for
amounts we expect to pay.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF UNITHOLDERS

None.

44 0SG America L.P.




PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED SECURITYHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Market Price of Common Units, Distributions and Related Unit Holder Matters

Our common units are listed on the New York Stock Exchange under the symbol “OSP". As of February 4, 2008
there were 15,002,250 million common units, representing an aggregate 50% limited partner interest in us, which
were held by eight holders of record, representing approximately 4,000 beneficial holders. The following table shows,
for the period indicated, the high and low sales prices of cur common units, as reported on the New York Stock
Exchange, and the amount of cash distribution declared per common unit:

Cash
2007 High Low  Distribution (1)
Fourth Quarter . $19.45 $15.49 $0.1875

(1) Distributions are shown for the quarter for which they were dectared. An identical per unit cash distribution was paid on the subordinated
units,

The aggregate amount of distributions declared in January 2008 for the year ended 2007 on common units,
subordinated units and general partner units totaled $5.7 million.

Securities Authorized for Issuance Under Equity Compensation Plans

EQUITY COMPENSATION PLAN INFORMATION

Number of Securities
Remaining Available
for Future Issuance

‘ Weighted Average under Equity
Number of Securities to be Exercise Price of Compensation Plans
Issued upon Exercise of Outstanding  {excluding Securities
Qutstanding Options, Options, reflected in
Plan Category Warrants and Rights (a  Warrants and Rights (b) column (@) (c)
Equity compensation plans approved
by security holders — — -
Equity compensation plans not
approved by security holders (1) — — 247,250
Total — — 247,250

(1} For a description of this equity compensation plan please read Note J to ltem B—Financial Statements.

Cash Distribution Policy

Within approximately 45 days after the end of each quarter, we will distribute all of our available cash (as defined
below} to unitholders of record on the applicable record date. We adjusted the minimum quarterly distribution for the
period from the completion of the initial public offering through December 31, 2007 based on the actual length of that
period.
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We define available cash as, for each fiscal quarter, all cash on hand at the end of the quarter {including our
proportionate share of cash on hand of certain subsidiaries we do not whaolly own):

* less the amount of cash reserves (including our proportionate share of cash reserves of certain subsidiaries we do
not wholly own) established by our general partner to:

— provide for the proper conduct of our business (including reserves for future capital expenditures and for our
anticipated credit needs);

— comply with applicable law, any of our debt instruments or other agreements; and

— provide funds for distributions to our unitholders and to cur general partner for any one or more of the next
four quarters;

* plus all cash on hand (including our proportionate share of cash on hand of certain subsidiaries we do not wholly
own) on the date of determination of available cash for the quarter resulting from working capital borrowings made
after the end of the quarter for which the determination is made. Working capital borrowings are generally
borrowings that will be made under our senior secured revolving credit facility and in all cases are used solely for
working capital purposes or to pay distributions to unitholders and with the intent to repay such borrowings within
12 months.

Subordination Period

General

During the subordination period, which we define below, the common units will have the right to receive distributions
of available cash from operating surplus in an amount equal to the minimum quarterly distribution of $0.375 per
quarter, plus any arrearages in the payment of the minimum quarterly distribution on the common units from prior
quarters, before any distributions of available cash from operating surplus may be made on the subordinated units.
Distribution arrearages do not accrue on the subordinated units. The purpose of the subordinated units is to increase
the likelihood that during the subordination period there will be available cash from operating surplus for distribution
to the holders of the common units.

Definition of Subordination Period
Except as described below under “Early Termination of Subordination Period,” the subordination period will extend
until the first day of any quarter, beginning after September 30, 2010, that each of the following tests are met:

» distributions of available cash from operating surplus on each of the outstanding common units, subordinated units
and general partner units equaled or exceeded the minimum quarterly distribution for each of the three
consecutive, non-overlapping four-quarter pericds immediately preceding that date;

¢ the adjusted operating surplus generated during each of the three consecutive, non-cverlapping four-quarter
periods immediately preceding that date equaled or exceeded the sum of the minimum quarterly distributions on ali
of the outstanding common units, subordinated units and general partner units during those periods on a fully
diluted basis; and

* there are no arrearages in payment of the minimum quarterly distribution on the common units.

If the unitholders remove our general partner without cause, the subordination period may end before September 30,
2010.

Early Termination of Subordination Period
The subordination period wil! be automatically terminated and the subordinated units will convert into common units
on a one-for-one basis if the following tests are met:

» distributions of available cash from operating surplus on each of the outstanding common units, subordinated units
and general partner units equaled or exceeded $2.25 {150% of the annualized minimum quarterly distribution) for
any four-quarter period immediately preceding the date of determination; and

* the adjusted operating surplus generated during any four-quarter period immediately preceding the date of
determination equaled or exceeded the sum of a distribution of $2.25 per common unit (150% of the annualized
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minimurn gquarterly distribution) on all of the outstanding common and subordinated units on a fully diluted basis;
and

= there are no arrearages in payment of the minimum quarterly distribution on the common units.

For purposes of determining whether sufficient adjusted operating surplus has been generated under these
conversion tests, the conflicts committee may adjust adjusted operating surplus upwards or downwards if it
determines in good faith that the estimated amount of maintenance capital expenditures used in the determination of
operating surplus was materially incorrect, based on circumstances prevailing at the time of the original determination
of that estimate.

Incentive Distribution Rights

Incentive distribution rights are the right to receive an increasing percentage of quarterly distributions of available
cash from operating surplus after the minimum quarterly distribution and the target distribution levels have been
achieved. Our general partner currently holds the incentive distribution rights, but may transfer these rights separately
from its general partner interest, subject to restrictions in the partnership agreement.

if for any quarter we have distributed available cash from operating surplus:
* to the common and subordinated unitholders in an amount equal to the minimum guarterly distribution; and

* on outstanding common units in an amount equal to any cumulative arrearages in payment of the minimum
quarterly distribution;

then, we will distribute any additional available cash from operating surplus for that quarter between the unitholders
and our general partner in the following manner:

« first, 98% to all unitholders, pro rata, and 2% to our general partner, until each unitholder receives a total of
$0.43125 per unit for that quarter (the “first target distribution™);

* second, 85% to all unitholders, pro rata, and 15% to our general partner, until each unitholder receives a total of
$0.46875 per unit for that quarter (the “second target distribution™),

« third, 75% to all unitholders, pro rata, and 25% to our general partner, until each unitholder receives a total of
$0.56250 per unit for that quarter (the “third target distribution™); and

+ thereafter, 50% to all unitholders, pro rata, and 50% to our general partner.

In each case, the amount of the first target distribution, the second target distribution and the third target distribution
set forth above is exclusive of any distributions to common unitholders made to eliminate any cumulative arrearages
in payment of the minimum quarterly distribution. The percentage interests set forth above assume that our general
partner maintains its 2% general partner interest and has not transferred the incentive distribution rights and we do
not Issue additional classes of equity securities.

ITEM 6. SELECTED FINANCIAL DATA

The following unaudited selected financial data for the pericds November 15 through December 31, 2007 and
January 1 through November 14, 2007 and for the years ended December 31, 2006 and 2005, and at December 31,
2007 and 2006, are derived from the audited financial statements set forth in ltem 8, which have been audited by
Ernst & Young LLP, independent registered public accounting firm. The unaudited selected financial data for the year
ended December 31, 2004 and at December 31, 2005, are derived from audited financial statements not appearing in
this Annual Report, which have also been audited by Ernst & Young LLP. The unaudited selected financial data for
the year ended December 31, 2003 and at December 31, 2004 and 2003 are derived from unaudited financial
statements not appearing in this Annual Report.
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January 1 November 15

In thousands, except net income Year Ended December 31, Noven:'l;tr-:-?ﬂg;j Decerggg:u:g:
per unit and operating data 2003 20041 2005 20086 2007 2007
{unaudited)

Income Statement Data:
Shipping revenues $ 26,051 $ 31,799 $ 49,840 $ 88,852 $182,871 $ 31,136
Operating expenses

Voyage expenses{2) 366 366 3,055 10,592 26,670 4,666

Vessel expenses(3) 10,571 12,077 19,550 34,430 71,407 11,398

Bareboat charter expenses -_ — — —_ 10,205 3,469

Depreciation and amortization 8,303 10,811 14,553 21,592 40,765 7,001

General and administrative 1,820 3,542 4,246 7,942 18,564 2,899

Loss on charter termination — —_ 2,486 — — —
Total operating expenses 19,160 26,796 43,890 74,556 167,611 29,433
Income from vessel operations 6,891 5,003 5,850 14,296 15,260 1,703
Equity in income of affiliated

companies 7,584 7,097 8,066 6,811 3,192 2,551
Operating income 14,475 12,100 14,016 21,107 18,452 4,254
Other income {expenss) — 2 1 9 8) 17
Interest expense (8,304) (9,224) (10,685} (12,612} (10,835) (665)
Income before federal income

taxes 6,171 2,878 3,332 8,504 7,609 3,606
{Provision)/credit for federal income

taxes (2,160) (1,007) (1,325) (768) (2,048) —
Net income $ 4011 $ 1871 § 2007 $ 7,736 $ 5,561 $ 3,806
Net income per unit {basic and

diluted) $ 012
Balance Sheet Data:
Vessels(4) $ 37,071 $ 70,932 $132,160 $418,702 $ — $426,693
Total assets $ 48954 $ 85521 $149,134 $610,957 $ — $651,112
Total debt(s) $184,167 $219,766 $272,927 $660,929 $ — $ 89,465
Stockholder's deficiency $(157,204) $(155,133) $(152,026) ${144,290) 3% - $ -
Partners' capital $ — 8 — % — 8 — $ — $540,697
Cash Flow Data:
Net cash provided by (used in)

Operating activities $ 12379 & 7,141 $ 19,800 $ 13,299 $ 28,715 % (402)

Invasting activities $ — $ (43,012) $ (74,116) ${345,483) ${41,113) $ (3,643

Financing activities $ (12,225) $ 35799 $ 54,261 $332,399 $ 12,418 $ 7127
Other Financial Data:
Time charter equivalent revenue $ 25685 % 31,433 $ 46,785 $ 78,260 $156,201 $ 26,470
EBITDA $ 20778 $ 22913 $ 28570 $ 42,708 $ 59,209 $ 11,272
Capital expenditures

Expenditures for vessels and

equipment $ — $ 43,012 § 74116 § 4,623 $ 41,113 $ 3,643

Expenditures for drydocking $ — % 2739 % 115 $ 5,835 $ 16,874 $ 533
Operating Data:
Total capacity days 730 1,232 1,662 2,501 5,508 892
Revenue days 729 1,193 1,639 2,368 4,748 77
Drydock days — 37 4 108 659 93
Repair days 1 2 19 25 84 16

(1)  Only the statements of operations, changes in stockholder's deficiency and cash flows have been audited with respect to the year ended
December 31, 2004. The balance sheet for the year ended December 31, 2004 is unaudited.
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(2) Voyage expenses are all expenses unique to a particular voyage, including commissions, port charges, cargo handling operations, canal
dues and fuel.

(3) Vessel expenses consist of all expenses related to the operation of the vessels, including crewing, repairs and maintenance, insurance,
stores, spares, lubricants and miscellaneous expenses.

(4) Vessels consist of (a) vessels, at cost, less accumulated depreciation, (b) vessels under capital leases, at cost, less accumulated
depreciation, and (¢} construction in progress.

(5) Total debt includes long-term deb?, capital lease obligations and advances from affiliates.

Non-U.8. GAAP Financial Measures

Consistent with general practice in the shipping industry, we use time charter equivalent (“TCE") revenues, which
represent shipping revenues less voyage expenses, as a measurs to compare revenues generated from voyage
charters to revenues generated from time charters. TCE revenues, a non-U.S. GAAP measure, provides additional
meaningful information in conjunction with shipping revenues, the most directly comparable U.S. GAAP measure,
because it assists aur management in making decisions regarding the deployment and use of our vessels and in
evaluating their financial performance.

The following tabte reconciles TCE revenues to shipping revenues.

January 1-  November 15-

Year Ended December 31, November 14,  December 31,

In thousands 2003 2004 2005 2006 2007 2007
{unaudited)

TCE revenues $25,685 $31,433 $46,785 $78,260 $156,201 $26,470

Voyage expenses 366 366 3,055 10,592 26,670 4,666

Shipping revenues $26,051 $31,799 $49,.840 $88,852 $182,871 £31,136

EBITDA represents net income plus interest expense, provision for income taxes, and depreciation and amortization
expense. EBITDA is presented to provide investors with meaningful additional information that management uses 10
monitor ongoing operating results and evaluate trends over comparative periods.

EBITDA assists our management and investors by increasing the comparability of our fundamental performance from
period to period and against the fundamental performance of other companies in our industry that provide EBITDA
information. For a more detailed discussion of our use of EBITDA please read Management's Discussion and Analysis
of Financial Condition and Results of Operations—EBITDA.

EBITDA should nat be considered a substitute for net income or cash flow from operating activities and other
operations or cash flow statement data prepared in accordance with U.S. GAAP or as a measure of profitability or
liquidity, While EBITDA is frequently used as a measure of operating results and performance, it is not necessarily
comparable to other similar titled captions of other companies due to differences in methods of calculation.

The following table reconciles net income to EBITDA.

January 1-  November 15-

Year Ended December 31, November 14,  December 31,

In thousands 2003 2004 2005 2006 2007 2007
{unaudited)

Net income $ 4,011 $ 1,871 $ 2007 $ 7,736 $ 5,561 $ 3,606

Provision for federal income taxes 2,160 1,007 1,325 768 2,048 —

Interest expense 8,304 9,224 10,685 12,612 10,835 665

Depreciation and amortization 6,303 10,811 14,553 21,592 40,765 7,001

EBITDA $20,778 $22,913 $28,570 $42,708 $59,209 $11,272
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The following table reconciles net cash provided by operating activities to EBITDA.

In thousands 2003 2004 2005 2006 2007 2007
(unaudited)

Net cash provided by operating

activities $12,379 $ 7,141 $19,800 $13,299 $28,715 $ (402)
Payments for drydocking — 2,739 115 5,835 16,874 533
Interest expense 8,304 9,224 10,685 12,612 10,835 665
Undistributed earnings from

affiliated companies (376) (405) 838 (1,021} (3,618} 2,551
Changes in operating assets and

liabilities (except for taxes) 113 844 (5,219) 6,732 3,406 8,050
Federal income taxes 484 4,066 2,040 4,924 3,325 —_
Other (126) (696) 311 327 {328) (125)
EBITDA $20,778 $22,913 $28570 $42,708 $59,209 $11,272

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following is a discussion of the historical consolidated financial condition and results of operations of OSG
America L.P. and, prior to our November 15, 2007 initial public offering, of our predecessor company, and should be
read in conjunction with our historical consolidated financial statements and notes thereto included elsewhere in this
report.

Overview

We are the largest operator, based on barrel-carrying capacity, of U.S. flag vessels transporting refined petroleum
products. We were recently formed by Overseas Shipholding Group, Inc., a market leader in providing global energy
transportation services. We plan to use the expertise, customer base and reputation of OSG to expand its marine
transportation service.

On November 15, 2007, upcn completion of our initial public offering, OSG contributed to us entities owning or
operating a fleet of ten product carriers, seven articulated tug barges (“ATBs") and one conventional tug/barge unit,
with an aggregate carrying capacity of approximately 4.9 million barrels. OSG also contributed to us a 37.5%
ownership interest in Alaska Tanker Company, LLC, a joint venture that transports crude oil from Alaska to the
continental United States and which employs a fleet of five crude-oil tankers. OSG owns a 75.5% interest in us,
including a 2% interest through our general partner, which OSG owns and controls. Qur membership interests in our
operating subsidiaries represent our only cash-generating assets.

Our markst is protected from direct foreign competition by the Merchant Marine Act of 1920 ("Jones Act™, which
mandates that all vessels transporting cargo between U.S. ports must be built in the United States, registered under
the U.S. flag, manned by LS. crews and owned and operated by U.S, organized companies that are controlled and
at least 75% owned by U.5. citizens. Sixteen of the eighteen vessels in our operating fleet at December 31, 2007 are
operated in the U.S. coastwise trade in accordance with the Jones Act and all of our future scheduled newbuild
deliveries will qualify to operate under the Jones Act.
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Demand for our services is driven primarily by demand for refined petroleum products in the areas in which we
operate. We generate revenue by charging customers for the transportation and distribution of their products utilizing
our tank vessels and tugboats. These services are generally provided under the following four basic types of
contractual relaticnships:

« time charters, which are contracts to charter a vessel for a fixed period of time, generally one year or more, at a
set daily rate;

« contracts of affreightrment, which are contracts to provide transportation services for products over a specific trade
route, with no designation of the specific vessel to be used, generally for one or more years, at a negotiated per
barrel rate;

* voyage charters, which are charters for a single round-trip, that are based on the current market rate; and

¢ bareboat charters, which are longer-term agreements that allow a customer to operate one of our vessels and
utilize its own operating staff without taking ownership of the vessel.

In addition, a variation of a voyage charter is known as a “consecutive voyage charter.” Under this arrangement,
consecutive voyages are performed for a specified period of time.

The table below illustrates the primary distinctions among these types of contracts:

Contract of Voyage Bareboat
Time Charter Affreightment Charter (1) Charter
Typical contract One year or more One year or more Single voyage Two years or more
length
Rate basis Daily Per barrel Varies Dally
Voyage expenses (2) Customer pays We pay We pay Customer pays
Vessel operating We pay We pay We pay Customer pays
expenses (2)
Idle time Customer pays as Customer does not pay Customer does not pay Customer pays
long as vessel is
available for
operations

(1) Under a consecutive voyage charter, the customer does not pay for idle time.

{2) See “Definitions™ below.

For contracts of affreightment and voyage charters, revenue is recognized based upon the relative transit time in
each period. Although contracts of affreightment and certain contracts for voyage charters may be effective for a
period in excess of one year, revenue is recognized over the transit time of individual voyages, which are generaily
less than ten days in duration. For time charters and bareboat charters, revenue is recognized ratably over the
contract period.

One of the principal distinctions among these types of contracts is whether the vessel operator or the customer pays
for voyage expenses, which include commissions, fuel, port charges, pilot fees, tank cleaning costs, canal tolls and
cargo handling operations. Some voyage expenses are fixed and the remainder can be estimated. If we, as the
vesse! operator, pay the voyage expenses, we typically pass these expenses on to our customers by charging higher
rates under the contract or, in certain cases, re-billing such expenses to them. As a result, although voyage revenue
from different types of contracts may vary, the net revenue that remains after subtracting voyage expenses, which we
call net voyage revenue, is comparable across the different types of contracts. Therefore, we principally use TCE
revenue, which is net voyage revenue, rather than voyage revenue, when comparing performance between different
periods. Since TCE revenue is a non-GAAP measurement, it is reconciled to the nearest GAAP measurement, voyage
revenue, under “Results of Operations” below.

Overview—O0SG America Predecessor

For the period January 1 through November 14, 2007 and the year ended December 31, 2006, the combined
financial statements presented hersin have been carved out of the consolidated financial statements of OSG. Our
financial position, results of operations and cash flows reflected in our combined financiaf statements are not
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indicative of those that would have been achieved had we operated as an independent stand-alone entity for all
periods presented or of future results.

To the extent that assets, liabilitfes, revenues and expenses relate to the OSG America Predecessor (“Predecessor”),
they have been identified and carved out of OSG for inclusion in our combined financial statements. OSG's other
assets, liabilities, revenues and expenses that do not relate to the vessel interests are not included in our combined
financial statements. In addition, the preparation of our combined carve-out financial statements required the
allocation of certain expenses where these items were not identifiable as related to OSG America Predecessor.

General and administrative expenses, consisting primarily of salaries and other employee related costs, office rent,
legal and professional fees and travel and entertainment expenses were aflocated based on the total number of
vessels (weighted by operating days) in the respective fleets of OSG America Predecessor and OSG for each of the
above periods presented. Management believes that the allocation of general and administrative expenses was based
on a reasonable method.

All of the companies included in the Predecessor combined carve-out financial statements have been included in the
05G consolidated group for U.S. income tax purposes for periods through November 14, 2007, The Predecessor
financial statements have been prepared on the basis that OSG was responsible for all taxes related to pericds prior
to January 1, 2002. The provisions/ (credits) for income taxes in the Predecessor’s combined financial statements
have been determined on a separate-return basis for all periods presented.

Definitions
In order to understand our discussion of our results of operations, it is important to understand the meaning of the
following terms used in our analysis and the factors that influence our results of operations:

AR Rates—American Tanker Rate Schedule commonly referred to as “AR rates” in the industry is published by the
Association of Ship Brokers and Agents (USA} Inc. (the “Association”) as a rate reference for shipping companies,
brokers and their customers engaged in the bulk shipping of oil in the coastwise trade. AR is a list of calculated (or
flat) rates for specific voyage itineraries for a standard vessel, as defined. AR allows the agreed revenue per day for
any voyage to be expressed as “AR 100" which means the rate as calculated and published by the Association.
Thus, a negotiated rate of 50% above the flat rate would, therefore, be quoted as “AR 150" whereas 50% below the
flat rate would be quoted as “AR 50" eliminating the use of plus or minus symbols during the negotiations. Included
in this flat rate are defined voyage assumptions, a round trip voyage, allowed laytime for cargo operations, fuel prices
and consumption, and estimated port charges for the entire voyage.

Articuiated Tug Barge—ATB is the abbreviation for Articulated Tug Barge, which is a tug-barge combination system
capable of operating on the high seas, coastwise and further inland, It combines a normal barge, with a bow
resembling that of a ship, but having a deep Indent at the stern to accommodate the bow of a tug. The fit is such
that the resulting combination behaves atmost like a single vesse! at sea as well as while maneuvering.

Capacity Days—Total capacity days are equal to the number of calendar days in the period multiplied by the total
number of vessels operating or in drydock during that period.

Days Worked—Days worked are equal to total vessel days less drydocking days and days off-hire. Alternatively
referred to as revenue days.

Deadweight Tons or Dwt—dwt is the abbreviation for deadweight tons, representing principally the cargo carmying
capacity of a vessel, but including the weight of consumables such as fuel, lube oil, drinking water and stores.

Depreciation and Amortization—We incur expenses related to the depreciation of the historical cost of our fleet and
the amortization of expenditures for drydockings. The aggregate number of drydockings undertaken in a given period
and the nature of the work performed determine the level of drydocking expenditures. Depreciation and amortization
is determined as follows:

* Vessels and eguipment are recorded at cost, including capitalized interest and transaction fees where appropriate,
and depreciated to salvage value using the straight-line method.

* Both domestic and international regutatory bodies require that petroleum carrying shipping vessels be drydocked
for major repair and maintenance twice every five years. In addition, vessels may have to be drydocked in the
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event of accidents or other unforeseen damage. We capitalize expenditures incurred for drydocking and amortize
these expenditures generally over two and a half years.

Double Hull—Hull construction design in which a vesse! has an inner and an outer side and bottom separated by
void space, usually two meters in width.

Drydocking Days—Drydocking days are days designated for the cleaning, positioning, inspection and survey of
vessels, and resulting maintenance work, as required by the U.S. Coast Guard and the American Bureau of Shipping
to maintain the vessels’ qualification to work in the U.S. coastwise trade. Drydocking days also include unscheduled
instances where vessels may have to be drydocked in the event of accidents or other unforeseen damage.

Generai and Administrative Expenses—General and administrative expenses consist of employment costs far shore
side staff and cost of facilities, as well as legal and professional fees, audit, travel and entertainment and other
administrative costs.

Lightering—The process of off-loading crude oil or petroleum products from deeply laden inbound tankers into
smaller tankers and/or barges.

Offhire—The time during which a vessel is not available for service.

Shipping Revenue—Shipping revenue includes revenue from time charters, contracts of affreightment, consecutive
voyage charters and spot charters. Voyage revenue is impacted by changes in utilization rates and by the mix of
business among the types of contracts described in the preceding sentence.

Time Charter Equivalent—Time charter equivalent (“TGE”) revenues are voyage revenues less voyage expenses. TCE
serves as an industry standard for measuring and managing fleet revenue and comparing results between
geographical regions and among competitors.

Vessel Operating Expenses—We pay the vessel operating expenses regardless of whether we are operating under a
time charter, contract of affreightment, consecutive voyage charter or spot charter. The most significant direct vessel
operating expenses are crewing costs, vessel maintenance, lubricants, stores and spares and marine insurance,

Voyage Expenses—Voyage expenses include items such as commissions, fuel, port charges, pilot fees, tank cleaning
costs, canal tolls and other costs which are unique to a particular voyage. These costs can vary significantly
depending on the voyage trade route. Depending on the form of contract, either we or our customer is responsible
for these expenses. Typically, our freight rates are higher when we pay voyage expenses. Our contracts of
affreightment and consecutive voyage charters generally contain escalation clauses whereby certain cost increases,
including labor and fuel, can be passed on to our customers.

Acquisition of Maritrans Inc.

On November 28, 2006, OSG acquired Maritrans Inc. ("Maritrans™}, a leading U.S. flag crude oil and petroleum
product shipping company that owned and operated one of the largest fleets of double-hulled vessels serving the
East Coast and Gulf Coast trades. The operating results of certain whally owned subsidiaries of Maritrans, which
were carved out of the consclidated financial statements of Maritrans, have been included in our financial statements
commencing November 29, 2006. The Maritrans’ fleet consisted of seven ATBs, one of which was in the process of
being double-hulled, one conventional tug/barge unit and two product carriers, all operating under the U.S. flag.

Future Business

We have entered into agreements with OSG Ship Management, Inc. (“OSGM”) for the provision of technical and
commercial management of our vessels and for administrative and accounting services. These agreements were
effective November 15, 2007.

In June 2005, OSG signed agreements to bareboat charter ten Jones Act product cariers from a subsidiary of Aker
American Shipping, nc. {(*Aker”). In February 2007, OSG agreed In principle to bareboat charter up to six additional
Jones Act product carriers, which eventually resulted in OSG concluding agreements to bareboat charter two vessels.
The bareboat charters on sight of these twelve vessels have been assigned to us. We have commilted to bareboat
charter five of the eight vessels for initial terms of seven years and the other three vessels for initial terms of five
years. We have extension options for the remaining lives of these vessels. Three of these vessels, the Overseas
Houston, Overseas Long Beach and Overseas Los Angeles, have already been delivered from the shipyard, in
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February, June, and November 2007, respectively. The remaining five vessels that we have committed to bareboat
charter are scheduled to be delivered from the shipyard between 2008 and early 2010.

We have options to purchase from OSG up to six ATBs, to be constructed by Bender Shipbuilding & Repair Co., Inc.
(“Bender”) and scheduled for delivery between late 2008 and late 2010. We also have options to acquire from OSG
the right to bareboat charter up to four of the remaining newbuild vessels to be constructed by Aker Philadelphia
Shipyard Inc., scheduled for delivery between late 2009 and early 2011, '

Critical Accounting Policies

Our financial statements have been prepared in accordance with accounting principles generally accepted in the
United States ("U.S. GAAP"), which require us to make estimates in the application of our accounting policies based
on the best assumptions, judgments and opinions of management. The following is a discussion of the accounting
policies that involve a high degree of judgment and the methods of their application. For a complete description of all
of our material accounting policies, see Note A to our consolidated financial statements included elsewhere in this
Annual Report on Form 10-K.

Revenue Recognition

We generate a portion of our shipping revenues from voyage charters. A voyage charter agreement with a customer
consists of sailing to the load port (the positioning leg), loading the cargo, sailing to the discharge port and
discharging the cargo. The charter agreement requires the relevant vessel to proceed to the port or place as ordered
by charterer in accordance with the contract. The vessel ig, therefore, employed from the time it receives a contract
until the last discharge point and a contract is not cancellable in the pesitioning leg, provided we fulfill aur
contractual commitment. We generally enter into a charter agreement with a customer for the vessel's next voyage
prior to the time of discharge for its previous voyage. Two methods are used in the shipping industry to account for
voyage charter revenue: (1) recognition of revenue ratably over the estimated length of each voyage, and

{2) recognition of revenue following completion of a voyage. Recognition of voyage revenues ratably over the
estimated length of each voyage is the most prevalent method of accounting for voyage revenues. Under each
method, voyages may be calculated on either a load-to-load or discharge-to-discharge basis. In applying the ratable
revenue recognition method, management believes that the discharge-to-discharge basis of calculating voyages more
accurately estimates voyage results than the lcad-to-load basis. Since, at the time of discharge, management
generally knows the next load port and the expected discharge port, the discharge-to-discharge calculation of
voyage revenues can be estimated with a greater degree of accuracy. We do not begin recognizing voyage revenue
until a charter has been agreed to by us and the customer, even if the vessel has discharged its cargo and is sailing
to the anticipated load port on its next voyage.

Revenues from time charters are accounted for as operating leases and are thus recognized ratably over the rental
periods of such charters. We do not recognize time charter revenues for vessels during periods that those vessels are
off hire.

Vessel Lives and impairment

The carrying value of each of our vessels represents its original cost at the time it was delivered or purchased, iess
depreciation calculated using an estimated useful life of 25 years from the date that such vessel was originally
defivered from the shipyard, or, in the case of our double-hulled ATBs, 20 years from the date the ATBs were double-
hulled. Use of a 25-year life has become standard in the shipping industry. The actual life of a vessel may be
different. If the economic lives assigned to the vessels prove to be too long because of new regulations or other
future events, higher depreciation expense and impairment losses could result in future periods related to a reduction
in the useful lives of any affected vessels.

The carrying values of our vessels may not represent their fair market value at any point in time, since the market
prices of second-hand vessels tend to fluctuate with changes in charter rates and the cost of new buildings.
Historically, both charter rates and vessel values tend to be cyclical. We record impairment losses only when events
occur that cause us to believe that future cash flows for any individual vessel will be less than its carrying value. The
carrying amounts of vessels held and used are reviewed for potential impairment whenever events or changes in
circumstances indicate that the carrying amount of a particular vessel may not be fully recoverable. In such
instances, an impairment charge wouid be recognized if the estimate of the undiscounted future cash flows expected
to result from the use of the vessel and its eventual disposition is less than the vessel's carrying amount. This
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assessment is made at the individual vessel level, since separately identifiable cash flow information for each vessel
is available. )

In developing estimates of future cash flows, we must make assumptions about future charter rates, ship operating
expenses and the estimated remaining useful lives of the vessels. These assumptions are based on histerical trends,
as well as future expectations. Although management believes that the assumptions used to evaluate potential
impairment are reasonable and appropriate, such assumptions are highly subjective.

There have been no impairment indicators during the periods presented.

Drydocking

Within the shipping industry, there are two methods that are used to account for drydockings: (1) capitalize
drydocking costs as incurred (deferral method) and amortize such costs over the period to the next scheduled
drydocking, and (2} expense drydocking costs as incurred. Since drydocking cycles typically extend over two and a
haf years or longer, we believe that the deferral method better matches revenues and expenses than the
expense-as-incurred method. '

Goodwill and Intangibles

We allocate the cost of acquired companies to the identifiable tangible and intangible assets and liabilities acquired.
The remaining amount is classified as goodwill. Our future operating performance will be affected by the amortization
of intangible assets and potential impairment charges related to goodwitl. Accordingly, the allocation of purchase
price to intangible assets and goodwilt may significantly affect our future operating results. Goodwill and indefinite
lived assets are not amortized, but are reviewed for impairment annually or more frequently if impairment indicators
arise.

The allocation of the purchase price of acquired companies to intangible assets and goodwill requires us to make
significant estimates and assumptions, including estimates of future cash flows expected to be generated by the
acquired assets and the appropriate discount rate to value these cash flows. In addition, the process of evaluating
the potential impairment of goodwill and intangible assets is highly subjective and requires significant judgment at
many points during the analysis. The estimates and assumptions regarding expected cash flows and the discount
rate also require considerable judgment and are based upon existing contracts, historical experience, financial
forecasts and industry trends and conditions. In the fourth quarter of 2007, we completed our annual impairment
testing of goodwill with no goodwill impairment charge.

Amortization expense of intangible assets for the period November 15, 2007 through December 31, 2007 was
$0.6 miltion, for the period January 1, 2007 through Novernber 14, 2007 was $4.0 million and for the year ended
December 31, 2006 was $0.4 million.

Newly Issued Accounting Standards

In September 2006, the Financlal Accounting Standards Board issued Statement of Financial Accounting Standards
No. 157 {(“"FAS 157", “Fair Value Measurements.” The standard provides guidance for using fair value to measure
assets and liabilities in accordance with generally accepted accounting principies, and expands disclosures about the
extent to which companies measure assets and liabilities at fair value, the information used to measure fair value,
and the effect of fair value measurements on earnings. FAS 157 applies whenever other standards require or permit
assets or liabilities to be measured at fair value but does not expand the use of fair value in any new circumstances.
FAS 157 is effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years, Early adoption is permitted. The adoption of FAS 157 will not have a material effect
on our earnings or financial position.

In February 2007, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards

No. 159 ("FAS 1597), “The Fair Value Option for Financial Assets and Financial Liabilities—including an amendment of
FAS 115." FAS 159 provides entities with the opportunity to choose to measure eligible financial instruments and
certain other items at fair value at specified election dates to mitigate volatility in reported earnings caused by
measuring related assets and liabilities differently without having to apply complex hedge accounting provisions.

FAS 159 is effective for financial statements issued for fiscal years beginning after November 15, 2007 and interim
periods within those fiscal years. Early adoption is permitted provided a company also elects to apply the provisions
of FAS 157. The adoption of FAS 159 will not have a material effect on our earnings or financial position.
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In December 2007, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards
Na. 141 {revised 2007), “Business Combinations” {“FAS 141R"). FAS 141R establishes principles and requirements for
how an acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities
assumed, any noncontrolling interest in the acquiree and the goodwill acquired. FAS 141R also establishes disclosure
requirements to enable the evaluation of the nature and financial effects of the business combination. FAS 141R
applies prospectively to business combinations for which the acquisition date is on or after the beginning of the first
annual reporting period beginning on or after December 15, 2008. An entity may not apply it before that date.

In December 2007, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards
No. 180, “Noncontrolling Interests in Consclidated Financial Statements—an amendment of Accounting Research
Bulletin No. 51" (“FAS 160"). FAS 160 establishes accounting and reporting standards for ownership interests in
subsidiaries held by parties other than the parent, the amount of consolidated net income attributable to the parent
and to the noncontrolling interest, changes in a parent's ownership interest and the valuation of retained
noncontrolling equity investments when a subsidiary is deconsolidated. FAS 160 also establishes disclosure
requirements that clearly identify and distinguish between the interests of the parent and the interests of the
noncontrolling owners. FAS 160 is effective for fiscal years, and interim periods within those fiscal years, beginning
on or after December 15, 2008 (that is, January 1, 2009, for entities with calendar year-ends). Earlier adoption is
prohibited. This statement is required to be applied prospectively as of the beginning of the fiscal year in which it
initially applied, except for the presentation and disclosure requirements, which must be applied retrospectively for all
periods presented.

As required by Emerging Issues Task Force Issue No. 03-06, “Participating Securities and the Two-Class Method
under FASB Statement No. 128, Earnings per Share" (“EITF 03-6"), the general partner's interest in net income is
calculated as if all net income for the period was distributed according to the terms of the partnership agreement,
regardless of whether those earnings would or could be distributed. The partnership agreement does not provide for
the distribution of net income; rather, it provides for the distribution of available cash, which is a contractually defined
term that generally means all cash on hand at the end of each quarter after provision for certain cash requirements.
Unftke available cash, net income is affected by non-cash items, such as depreciation and amortization.

industry Qverview .

The table below shows the daily TCE rates that prevailed in markets in which the Partnership’s vessels operated for
the periods indicated. It is important to note that the spot market is quoted in AR rates. The conversion of AR rates
to the following TCE rates required the Partnership to make certain assumptions as to brokerage commissions, port
time, port costs, speed and fuel consumption, all of which will vary in actual usage. In each case, the rates may differ
from the actual TCE rates achieved by the Partnership in the period indicated because of the timing and length of
voyages and the portion of revenue generated from long-term charters.

U.S. Flag Jones Act Product Carriers

Aierage Spot Market TCE Rates
Jones Act Product Carriers and Articulated Tug Barges (ATBs)

1-2007 Q2-2007 Q3-2007 Q4-2007 2007 2006 2005

45,000 dwt Tankers $64,800 $56,700 $51,100 $51,800 $56,100 $54,800 $48,700
30,000 dwt ATBs : $41,800 $37,000 $33,200 $33,600 $36,400 $35,300 $30,600

Rates for Jones Act Product Carriers and handysize ATBs averaged $56,100 per day and $36,400 per day,
respectively in 2007. Product carier rates in 2007 were 2% higher than the 2006 average and average 2007 ATB
rates were 3% higher than the 2006 average. Higher refinery utilization rates at Gulf Coast refineries helped increase
rates in the first half of 2007 tor both product carriers and handysize ATBs compared with the first half of 2006 rates.
Higher fuel costs, not recoverable through contracts, caused average TCE rates in the second half of 2007 to be
lower than the second half of 2006 rates.

In the first quarter of 2007, average spot TCE rates for handymax tankers and handysize ATBs increased 29%
compared with the first quarter of 2006. Although refinery maintenance in the first quarter of 2007 was extensive, the
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increase in freight rates reflected significantly higher refinery utilization rates of 87.4% at Gulf Coast refineries
compared with the first quarter of 2006 rate of 83.2%.

Rates for Jones Act product carriers and handysize ATBs during the second quarter of 2007 were 12% higher than
average rates In the comparable quarter of 2008. The higher average rates realized in 2007 reflected an increase in
both tanker and barge movements of petroleum products from Gulf Coast refineries to the lower Atlantic states as
well as to the West Coast.

Average rates in the third guarter of 2007 for handymax tankers and handysize ATBs were 12% below the average
rates in the third quarter of 2006. 2007 rates were negatively impacted by increases in fuel costs not recoverable
through contracts and increases in available tonnage resulting from additional tankers in the spot market.

Average spot TCE rates in the fourth quarter of 2007 for handymax tankers and handysize ATBs declined 14% from
the fourth quarter of 2008, driven by the higher fuel prices not recoverable through contracts.

The Delaware Bay lightering business transported an average of 259,000 barrels per day during 2007, a 6% increase
over 2006. The larger volumes transported reflected an increase in draft restrictions at one of the refineries compared
with the prior year and an increase in refinery throughput levels.

As of December 31, 2007, the total Jones Act product carrier fleet of tankers, ATBs and ITBs (Integrated Tug Barges)
consisted of 61 vessels, or 2.4 million deadweight tons, which was a four vessel decrease from December 31, 2006,
There were seven daliveries in 2007 consisting of five newbuilds and two converted vessels. Alsa in 2007, there were
eight vessels scrapped and three tankers removed from service to undergo conversion to double hulls, The Jones Act
product carrier orderbook consists of 33 tankers and barges in the 160,000 to 420,000 barrel size range, of which 31
are scheduled for delivery through 2011, and two double hull conversions, resulting in a total orderbook of 35
vessels. These additions will be offset by the phasing out of 22 vessels during the next nine years in accordance with
OPA 90 regulations. An additional seven double hull tankers will also likely be retired upon reaching 35 years of
service resulting in a potential of 29 vessels being removed from the Jones Act fleet. The Jones Act product carrier
fleet is expected to increase by three vessels during 2008 with five vessels being added and two being sold for
scrap.

According to the latest International Energy Agency report, 2008 demand in the U.S. is forecasted to be
approximately 20.7 million bamrels per day, which is a reduction of approximately 100,000 barrels per day from 2007
demand. This projected decrease is primarily the result of increasing evidence of an economic slowdown in the U.S.
combined with significantly higher prices for transportation fuels.

Refinery utilization levels in the U.S. are forecast to increase during 2008 from 88.7% during 2007 as a result of
increased throughput at BP's Texas City refinery and lower planned maintenance activities elsewhere. Higher refining
utilization, especially in the Gulf Coast refineries, will result in an increase in the production of gasoline, diesel and
aviation gasoline. The incremental production of clean products in the Gulf Coast will likely be moved on Jones Act
product carriers as pipelines moving products from the Gulf Coast to the East Coast are currently operating at full
capacity. This should increase demand for Jones Act product carriers in 2008.

Freight rates remain highty sensitive to severe weather, geopolitical and economic events. Hurricanes in the Gult of
Mexico could have a pronounced effect on freight rates for both crude oil and product movements depending on the
extent to which upstream and downstream facilities are affected.
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Year Ended December 31, 2007.Compared with Year Ended December 31, 2006

Time Charter Equivalent Revenues
The following table reconciles TCE revenues to shipping revenues, as reported in the consolidated statements of
operations:

Year Ended
December 31,
In thousands 2007 2006
TCE ravenues $182,6871 %78,260
Voyage expenses 31,336 10,592
Shipping revenues $214,007  $88,852

Consistent with general practice in the shipping industry, we use TCE revenues, which represent shipping revenues
less voyage expenses, as a measure to compare revenues generated from voyage charters to revenues generated
from time charters. TCE revenues, a non-U.S. GAAP measure, provides additional meaningful information in
conjunction with shipping revenues, the most directly comparable U.S. GAAP measure, because it assists
management in making decisions regarding the deployment and use of our vessels and in evaluating their financial
performance.

The following table provides information with respect to average daily TCE rates earned and revenue days for the
years ended December 31, 2007 and 2006:

Year Ended
December 31,
2007 2006
Revenue Days:
Jones Act ATBs 2,273 216
Jones Act Product Carriers 2,528 1,432
Non-Jones Act Product Carriers 718 720

5,519 2,368

Average Daily TCE Rates:

Jones Act ATBs : $28,787 925,139
Jones Act Product Carriers $36,202  $33,431
Non-Jones Act Product Carriers $35,504  $34,661

TCE revenues increased $104.4 million, or 133%, from $78.3 million for the year ended December 31, 2006 to
$182.7 million for the year ended December 31, 2007. The increase in TCE revenues resulted primarily from an
increase in revenue days of 3,151 in the year ended December 31, 2007, compared with the same 2006 period.
These additional days were attributable to the acquisition of Maritrans, which accounted for 2,655 of the additional
revenue days in 2007. In addition, we took delivery of the Overseas Houston, Overseas Long Beach and the Overseas
Los Angeles in February, June and November 2007, respectively. At the time of the Maritrans acquisition, the ATB
085G 242 was in a shipyard being double-hulled and later completed on April 5, 2007. On February 20, 2007, a
second ATB, the M2717, was taken out of service and entered the shipyard to be doubled hulled, which is now
expected to be completed in the second quarter of 2008.
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Vessel Expenses
The following table provides information with respect to average daily vessel expenses and operating days for the
years ended December 31, 2007 and 2008:

Year Ended
December 31,
2007 2006
Operating Days:
Jones Act ATBs 2,920 249
Jones Act Product Carriers 2,750 1,522
Non-Jones Act Product Carriers 730 730

6,400 2,501

Average Daily Vessel Expenses:

Jones Act ATBs $ 8604 $ 6,355
Jones Act Product Carriers $17,132  $14,589
Non-Jones Act Product Carriers $14,475 $14,586

Vessel expenses increased $48.4 milllon, or 141%, from $34.4 million far the year ended December 31, 2006 to
$82.8 million for the year ended December 31, 2007. The increase in expenses and operating days was principally
the result of the inclusion of the Maritrans fleet, which added $34.7 million to vessel expenses and 3,339 operating
days in the 2007 period, and to the delivery of three bareboat chartered-in vessels in 2007. In addition, the charter on
the Overseas Galena Bay was converted from a bareboat charter to a bareboat charter with operating expense
reimbursement in July 2008, which increased vessel expenses and TCE revenues by comparable amounts.

Bareboat Charter Expenses

Bareboat charter expenses were $13.7 million for the year ended December 31, 2007. The Qverseas Houston,
Overseas Long Beach and Overseas Los Angeles were delivered from the shipyard in February, June and November
2007, respectively and operated for 325 days, 189 days and 46 days in 2007.

Depreciation and Amortization

Depreciation and amortization expense increased $26.2 million, or 121%, from $21.6 million for the year ended
December 31, 2006 to $47.8 million for the year ended December 31, 2007. These increases were primarily due to an
increase in the operating fleet as a result of the acquisition of Maritrans, which added $20.8 of depreciation expense.
Depreciation and amortization for the years ended December 31, 2007 and 2006 includes $4.6 miilion and

$0.4 million, respectively, related to the amortization of intangibles resulting from the acquisition of Maritrans.

General and Administrative Expenses

General and administrative expenses increased $13.5 million, or 170%, from $7.9 million for the year ended
December 31, 2006 to $21.5 million for the year ended December 31, 2007. Prior to November 14, 2007, general and
administrative expenses were allocated based on our fleet's proportionate share of OSG's total ship-operating
{calendar) days. For the years ended December 31, 2007 and 2006, ship-operating days were 6,400 days and

2,504 days, respectively. Management believes these allocations reasonably present the financial position, results of
operations and cash flows of OSG Arnerica Predecessor for the periods presented. General and administrative
expenses for the period November 15, 2007 to December 31, 2007 reflects actual expenses incurred.

Equity in Income of Affiliated Companies

On a quarterly basis, we recognize our share of the estimated incentive charter hire that has been deemed earned
through the reporting date that is not reversible subsequent thereto. ATC fully distributes its net income for each year
by making a distribution in the first quarter of the following year. Equity in income of affiliated companies decreased
by $1.1 million, or 16%, from $6.8 million for the year ended December 31, 2006 to $5.7 million for the year ended
December 31, 2007. These decreases were attributable to a reduction in the number of vessels operated by ATC and
a decrease in the incentive hire rate earned by ATC In 2007 compared with 2008.
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Interest Expense, Other

Interest expense on third party obligations increased $1.0 million, or 25%, from $4.1 million for the year ended
December 31, 2006 to $5.1 million for the year ended December 31, 2007. As a result of the acquisition of Maritrans,
we assumed $55.6 million of secured term loans. The nst interest expense incurred with respect to these term loans
amounted to $3.1 million for the year ended December 31, 2007. Interest expense for year ended December 31,
2007 is net of $1.5 million capitalized in connection with vessel construction.

Provision for Federal Income Taxes

The income tax provisions for the period January 1, 2007 through November 14, 2007 and the year ended

December 31, 2006 were based on the pre-tax results determined on a separate-return basis. The changes in the tax
provisions for the period ended November 14, 2007 compared with the 2006 period were primarily attributable to the
acquisition of the Maritrans fleet.

In 2006, OSG made an election under the American Jobs Creation Act of 2004, effective for years commencing with
2005, to have its qualifying U.S. flag operations taxed under a new tonnage tax regime rather than under the usual
U.S. corporate income tax regime. As a result of that election, our taxable income for U.S. income tax purposes with
respect to the eligible U.5. flag vessels did not include income from qualifying shipping activities in U.S. foreign trade
(i.e., transportation between the U.S. and foreign ports or between foreign ports).

As a result of our initial public offering, as a partnership, we are not a taxable entity and will incur no federal income
tax liability. Instead, each unitholder will be required to take into account his or her share of items of income, gain,
loss, and deduction of the partnership in completing his federal income tax liability without regard to whether
corresponding cash distributions are received from the partnership by him.

Year Ended December 31, 2006 Compared with Year Ended December 31, 2005

Time Charter Equivalent Revenues
The following table reconciles TCE revenues to shipping revenues, as reported in the consolidated statements of
_operations: ’

Year Ended
December 31,
In thousands 2007 2006
TCE revenues $78,260 $46,785
Voyage expenses - 10,592 3,055
Shipping revenues $88,852  $49,840

During the year ended December 31, 2008, TCE revenues increased $31.5 million, or 67%, to $78.3 million from
$46.8 million from the year ended December 31, 2005. This increase in TCE ravenues resulted principally from an
Increase in the average rate earned of $4,500 per day and an increase of 729 revenue days. The increase in the
average daily rate earned was principally attributable to the conversion of the bareboat charter in respect of the
Overseas Galena Bay to a bareboat charter with operating expense reimbursemant in June 2006 and the impact of
the redelivery of the Overseas Puget Sound under a then-existing long-term time charter and the rate earned on its
new time charter that commenced in 2006. The additional revenue days were attributable to the inclusion of the
Overseas Maremar and Overseas Luxmar for the full year in 2006, compared with only 202 days during 2005 (see
below). Additionally, the acquisition of Maritrans contributed an additional 278 revenue days in 2006. The above
increases were, however, offset by an increase number of drydock and repair days, which increased to 101 days in
2006 from 23 days in 2005.

Vessel Expenses

Vessel expenses increased by $14.8 million to $34.4 million for the year ended December 31, 2006 from $19.6 million
for the year ended December 31, 2005. The increase in expenses was principally a result of the inclusion of the
Overseas Maremar and the Overseas Luxmar for the full year, compared with only 202 days in 2005, together with the
conversion of the bareboat charter in respect of the Overseas Galena Bay to a bareboat charter with operating
expense reimbursement in July 2006. In addition, the inclusion of the Maritrans fleet from November 29, 2006 added
$2.4 million to vessel expenses in 2006.
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Depreciation and Arnortization

Depreciation and amortization increased by $7.0 million to $21.6 million for the year ended December 31, 2006 from
$14.6 million for the year ended December 31, 2005. This increase was primarily due to an increase in the operating
fleet as a result of the acquisition of Maritrans and the inclusion of the Overseas Maremar and the QOverseas Luxrnar
for the full year.

General and Administrative Expenses

General and administrative expenses were allocated based on OSG America Predecessor's proportionate share of
0SG’s total ship-operating days for each period. Our ship-operating days were 2,501 days for the year ended
December 31, 2006 compared with 1,662 days for the year ended December 31, 2005.

Equity in Income of Affiliated Companies

Equity in income of affiliated companies decreased by $1.3 million to $6.8 million for the year ended December 31,
2006, from $8.1 million for the year ended December 31, 2005. This decrease was attributable ta a reduction in the
number of vessels operated by ATC.

Interest Expense, Other

Interest expense on third party obligations decreased by $0.4 million to $4.1 miilion for the year ended December 31,
2006 from $4.5 million for the year ended December 31, 2005, This decrease was principally a result of a decrease in
the principal amount outstanding under the two capital leases as a result of the regular monthly payments made.
Interest expense for the year ended December 31, 2006 is net of $0.2 million that was capitalized in connection with
vessel construction.

EBITDA

EBITDA represents net income plus interest expense, provision for income taxes and depreciation and amortization
expense. EBITDA is presented to provide investors with meaningful additional information that management uses to
monitor ongeing operating results and evaluate trends over comparative periods.

EBITDA assists our management and investors by increasing the comparability of our fundamental performance from
period to pertod and against the fundamental performance of other companies in our industry that provide EBITDA
information. This increased cornparabllity is achieved by excluding the potentially disparate effects between periods
or companies of interest expense, taxes, depreciation or amortization, which items may significantly affect net income
between periods and are affected by various and possibly changing financing methods, capital structure and
historical cost basis. We believe that including EBITDA as a financial and operating measure benefits investors in

(a) selecting between investing in us and other investment alternatives and (b) monitoring our ongoing financial and
operational strength and health in assessing whether to continue to hold common units.

EBITDA allows us to assess the ability of assets to generate cash sufficient to service debt, make distributions and
undertake capital expenditures. By eliminating the cash flow effect resulting from our existing capitalization and other
items such as drydocking expenditures and working capital changes {which may vary significantly from period to
period), EBITDA provides a consistent measure of our ability to generate cash over the long term. Management uses
this information as a significant factor in determining (a) our proper capitalization (including assessing how much debt
to incur and whether changes to the capitalization should be made) and (b) whether to undertake material capital
expenditures and how to finance them, ali in light of existing cash distribution commitments to unitholders. Use of
EBITDA as a liquidity measure also permits investors to assess our fundamental ability to generate cash sufficient to
meet cash needs, including distributions on our common units.

EBITDA should ot be considered as a substitute for net income, cash flow from operating activities prepared in
accordance with accounting principles generally accepted in the United States or as a measure of profitability or
liquidity. While EBITDA is frequently used as a measure of operating results and performance, it is not necessarily
comparable to other similarly titled captions of other companies due to ditferences in methods of calculation.
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The following table reconciles net income, as reflected in our statements of operations, to EBITDA:

Year Ended December 31,

In thousands 2007 2006 2005
Net income $ 9,167 $ 7,736 $ 2,007
Provision for federal income taxes 2,048 768 1,325
Interest expensa 11,500 12,612 10,685
Depreciation and amortization 47,766 21,592 14,553
EBITDA $70,481 $42,708 $28,570

The following table reconciles net cash provided by operating activities as reflected in our statements of cash flows,
to EBITDA:

Year Ended December 31,

In thousands 2007 2008 2005
Net cash provided by operating activities $28,313  $13,299 $19,800
Payments for drydocking 17,407 5,835 115
Interest expense 11,500 - 12,612 10,685
Undistributed earnings from affiliated companies (1,067) (1,021) 838
Changes in operating assets and liabilities {except for taxes) 11,456 6,732 (5,219)
Federal income taxes 3,325 4,924 2,040
Other (453) 327 311
EBITDA $70,481 $42,708 $28,570

Liquidity and Sources of Capital

Working capital at December 31, 2007 was $15.0 million compared with a working capital deficiency of $5.1 million
at December 31, 2006. We operate in a capital intensive industry. In addition to distributions on our partnership units,
our primary liquidity requirements relate to our operating expenses, including payments under our management and
administrative services agreements, drydocking expenditures, payments of interest and principal under our senior
secured revolving credit facility and lease obligations. Our long-term liquidity needs primarily relate to capital
expenditures for the purchase or construction of vessels.

The amount of available cash we need to pay the minimum quarterly distributions for four quarters on our common
units, subordinated units and general partner interest is $45.9 million. There is no guarantee that we will pay the
minimum quarterly distribution on our common and subordinated units in any quarter and we will be prohibited from
making any distributions to unitholders if it would cause an event of default, or an event of default exists, under our
credit agreement.

We anticipate that our primary sources of funds for our short-term liquidity needs will be cash flows from operations.
We believe that cash flows from operations and bank borrowings from our senior secured revolving credit facility
referred to below will be sufficient to meet our existing short-term liquidity needs for the next 12 months.

Our secured term loan agreements impose certain operating restrictions and establish minimum financial covenants.
We were in compliance with the financial covenants contained in the secured loan agreements as of December 31,
2007. Our failure to comply with any of the covenants in the agreements could resuit in a default, which would permit
lenders to accelerate the maturity of the debt and to foreclose upon collateral securing the debt. Under those
circurnstances, we might not have sufficient funds or other resources to satisfy our remaining obligations.

Cash Flows

Operating cash flows—Net cash flow from operating activities was $28.3 million, $13.3 million and $19.8 million for
the years ended December 31, 2007, 2006 and 2005, respectively.

The increase of $15.0 million from 2006 to 2007 was primarily attributable to the Maritrans acquisition which added
10 vessels to our fleet. Income from vessel operations for the year ended December 31, 2007 increased $2.7 million
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over 2006 and depreciation and amortization increased by $26.2 million primarily as a result of the Maritrans
acquisition. These increases were partially offset by an increase of $11.6 million in payments for drydocking.

Net cash flow from operating activities decreased to $13.3 million in 20086, from $19.8 million in 2005, primarily
reflecting an increase of $5.7 million in payments for drydocking and a reduction of $17.3 million from the timing of
our cash receipts and payments, partially offset by increases of $8.3 million in income from vessel operations and
$7.0 million in depreciation and amortization.

Net cash flow from operating activities depends upon the timing and amount of drydocking expenditures, repairs and
maintenance activity, vessel additions and dispositions, changes in interest rates, fluctuations in working capital
balances and spot market freight rates. The number of vessel drydockings tends to vary from year to year.

investing cash flows—Net cash used in investing activities was $44.8 million, $345.5 million and $74.1 million for the
years ended December 31, 2007, 2006 and 2005, respectively.

Investing activities in 2007 related primarily to costs that were incurred double-hulling two barges. During 2008,
investing activities related primarily to the acquisition by OSG of Maritrans on November 28, 2006 for $340.9 millien.
During 2005, investing activities consisted of the acquisition of two Handysize product carriers for $74.1 million.

Financing cash flows—Net cash provided by financing activities was $19.5 million, $332.4 million and $54.3 million
for the years ended December 31, 2007, 2006 and 2005, respectively.

Net financing cash outflow generally represents the amount of cash flow generated from operations less the amount
used for investing activities. The investment in Maritrans and the two vessels acquired during 2005 were financed
primarily through advances from QOSG in the form of non-interest bearing advances. Loans and advances to OSG
were contributed to capital prior to the completion of our initial public offering on November 15, 2007. issuances of
common stock during 2005 represents amounts received in connection with the capitalization of new vessel-owning
subsidiaries. Repayments of debt in 2005, 2006 and 2007 represent regularly scheduled instaliments under existing
capital lease obligations and secured term loans.

Ongoing Capital Expenditures
Marine transportation of ¢crude oil and refined petroleum products is a capital-intensive business, which reguires
significant Investment to maintain an efficient fleet and stay in regulatory compliance.

Over the next three years, we estimate that we will spend an average of approximately $18 to $20 million per year for
drydocking and classification society surveys. We drydock our vessels twice in every five-year period and, as our
fleet matures and expands, our drydocking expenses will likely increase. Ongoing costs for compliance with
environmental regulations are primarily included as part of our drydocking and classification society survey costs or
are a component of our operating expenses. In addition, vessels may have to be drydocked in the event of accldents
or other unforeseen damage. Periodically, we also incur expenditures to acquire or construct additional product
carriers and barges and/or to upgrade or double hull vessels in order to comply with statutory regulations. We are not
aware of any regulatory changes or environmental liabilities that will have a material impact on our current ar future
operations.

We believe that our cash flow from charters-out will be sufficient to cover the interest and principal payments under
our debt agreements, amounts due under the administrative services and management agreements, other general
and administrative expenses and other working capital requirements for the short and medium term. To the extent we
pursue other vessel acquisitions; we expect to finance any such commitments from existing long-term credit facilities
and additional long-term debt as required. The amounts of working capital and cash generated from operations that
may, in the future, be utilized to finance vessel commitments are dependent on the rates at which we can charter our
vessels. Such charter rates are volatile.

Because we distribute all of our available cash, we may not grow as fast as companies that reinvest their available
cash. We expect that we will rely upon external financing sources, including bank borrowings and the issuance of.
debt and equity securities, to fund acquisitions and expansion capital expenditures. As a result, to the extent we are
unable to finance growth externally, our cash distribution policy will significantly impair our ability to grow. To the
extent we issue additional units in connection with any acquisitions or expansion capitat expenditures, the payment
of distributions on those additional units may increase the risk that we will be unable to maintain or increase our per
unit distribution level, which in turn may affect the available cash that we have to distribute on each unit. Our
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partnership agreement does not limit our ability to issue additicnal units, including units ranking senior to the
common units being offered under this prospectus. The incurrence of additional debt by us or our operating
subsidiaries would result in increased interest expense, which in turn may also affect the available cash that we have
to distribute to our unitholders.

Aggregate Contractual Obligations
A summary of our long-term contractual obligations as of December 31, 2007 follows:

Beyond

In thousands 2008 2009 2010 2011 2012 2012 Total
Long-term debt (1) $ 5716 $ 5717 $ 5717 $ 5716 $ 5716 $ 35,039 $ 63,621
Obligations under capital leases (1) 8,884 9692 960 8,103 — — 36,370
Operating lease obligations (chartered-in

vessels) () 30,154 51,791 61,539 64,331 64,306 150,944 423,065
Construction installments (3) 25,856 2,355 —_ — — -— 28211
Total $70,610 $69,555 $76,947 $78,150 $70,022 $185,983 $551,267

{1) Amounts shown include contractual interest obligations.

(2} As of Decamber 31, 2007 we had charter-in commitments for eight vessels on leases that are, or will be, accounted for as operating
leases. These leases provide us with varicus renewal options.

(3} Represents remaining shipyard commitments and excludes capitalized interest and other construction costs.

Senior Secured Revolving Credit Facility

On November 15, 2007, OSG America Operating Company LLC, a wholly owned subsidiary of us, entered into a
$200 millicn senior secured revolving credit facility with ING Bank N.V. and DnB NOR Bank ASA. As of December 31,
2007, there were no borrowings outstanding under the facility.

Borrowings under the senior secured revolving credit facility are due and payable five years after the date that the
facility agreement was signed (the “closing date”), subject to a 24-month extension period which may be requested
by the Partnership on or after the second anniversary of the closing date (up to 90 days prior to the fifth anniversary
of the closing date) and which may be approved by the lenders. Drawings under the facility will be available on a
revolving basis until the earlier of one month prior to the applicable maturity date or the date on which the facility is
permanently reduced to zero and the lenders are no longer required to make advances. The maximum number of
advances permitted to be outstanding under the senior secured revolving credit facility at any one time will be ten.

Borrowings under the senior secured revolving credit facility are secured by, among other things, first preferred
mortgages on certain owned vessels, and are guaranteed by us and certain of our subsidiaries.

OSG America Operating Company LLC will be able, at its option, to prepay all loans under our senior secured
revolving credit facility at any time without penalty (other than customary LIBOR breakage costs). The outstanding
loans under the senior secured revolving credit facility will bear interest at a rate squal to LIBOR plus the applicable
margin {70 basis paints per year until the fifth anniversary of the closing date and, if the extension option is
exercised, 75 basis points per year thereafter).

The senior secured ravolving credit facility will prevent us from declaring dividends or making distributions it any
event of default, as defined in the senior secured revolving credit agreement, exists or would result from such
payments. In addition, the senior secured revolving credit facility contains covenants requiring us to adhere to certain
financial covenants.

interest Rate Risk

We are exposed to the impact of interest rate changes primarily through our unhedged floating-rate borrowings.
Significant increases in interest rates could adversely affect our operating margins, results of operations and our
ability to service our debt. From time to time, we may use interest rate swaps to reduce our exposure to market risk
from changes in interest rates. The principal objective of these contracts would be to minimize the risks and costs
associated with our floating-rate debt. As at December 31, 2007, all of our long-term debt consisted of fixed-rate
secured term loans.
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We intend to invest our cash in financial instruments with maturities of less than three months within the parameters
of our investment policy and guidelines.

We may use interest rate swaps to manage the impact of interest rate changes on earnings and cash flows. Changes
in the fair value of interest rate swaps are either offset against the fair value of assets or liabilities through income, or
recognized in other comprehensive income until the hedged item is recognized in income. The ineffective portion of
an interest rate swap change in fair value is immediately recognized in income. Premiums and receipts, if any, are
recognized as adjustments 1o interest expense over the lives of the individual contracts.

Foreign Currency Risk
The shipping industry’s functional currency is the U.S. dollar. All of our revenues and most of our operating costs are
in U.S. doliars.

Qff Balance Sheet Arrangements
We do nat currently have any liabilities, contingent or otherwise, that we consider to be off balance sheet

arrangements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

See Item 7.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Unitholders of OSG America L.P.

We have audited the accompanying consolidated balance sheet as of December 31, 2007 of OSG America L.P. and
the related consolidated statements of operations, changes in partners' capital, and cash flows for the period from
November 15, 2007 to December 31, 2007, and the predecessor combined carve-out balance sheet of OSG America
Predecessor as of December 31, 2006, and the related predecessor combined carve-out statements of operations,
changes in stockholder's deficiency, and cash flows for the period from January 1, 2007 to November 14, 2007 and
for each of the two years in the pericd ended December 31, 2006. OSG America L.P. and OSG America Predecessor
collectively are referred to hereinafter as “Partnership”. These financial statements are the responsibility of the
Partnership's management. Our responsibility is to express an opinion on these financial statements based on our
audits. The financial statements of Alaska Tanker Company, LLC (a joint venture in which the Partnership has a
37.5% interest) as of December 31, 2006 and 2007 and for the three years ended December 31, 2007 have been
audited by other auditors whose report has been furnished to us, and our opinion on the consolidated and
predecessor combined carve-out financial statements, insofar as it relates to the amounts included for Alaska Tanker
Company, LLC, is based solely on the report of the other auditors. In the consolidated financial staterments and the
predecessor combined carve-out financial statements, the Partnership’s investment in Alaska Tanker Company, LLC
is stated at $5,782,000 and $6,848,000 at December 31, 2007 and 2006, respectively, and the Partnership’s equity in
the net income of Alaska Tanker Company, LLC is stated at $2,551,000 for the period from November 15, 2007 to
December 31, 2007 and $3,192,000, for the predecessor combined carve-out period from January 1, 2007 to
November 14, 2007 and $6,811,000 and $8,066,000 for the two years in the period ended December 31, 2006,
respectively.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Partnership’s internal control over financial reporting. Our audits included consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Partnership’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe that our
audits and the report of other auditors provide a reasonable basis for our opinion.

In our opinion, based on our audits and the report of the other auditors, the consolidated and predecessor combined
carve-out financial statements referred to above present fairly, in all material respects, the financial position of 0SG
America L.P. as of December 31, 2007, and the results of its operations and its cash flows for the period from
November 15 to December 31, 2007 and the financial position of OSG America Predecessor as of December 31,
2006 and the results of its operations and cash flows for the period from January 1, 2007 to November 14, 2007 and
for the two years in the period ended December 31, 2006 in conformity with U.S. generally accepted accounting

principles.
Gt ¥ LLP

Certified Public Accountants
Tampa, Florida
March 6, 2008
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OSG AMERICA LP

CONSOLIDATED AND PREDECESSOR COMBINED CARVE-OUT

BALANCE SHEETS
DOLLARS IN THOUSANDS

Successor Predecessor
As of As of
December 31, December 31,
2007 2006
ASSETS
Current Assets:
Cash and cash equivalents $ 3,380 $ 280
Voyage receivables 26,263 18,407
Other receivables 7,146 2,083
Inventory 2,997 1,800
Prepaid expenses and other current assets 3,961 1,325
Total current assets 43,747 23,995
Vessels, less accumulated depreciation 405,447 392,953
Vessels under capital leases, less accumulated amortization 21,246 25,749
Deferred drydock expenditures, net 16,177 4,212
Investment in Alaska Tanker Company, LLC 5,782 6,848
Intangible assets, less accumulated amortization 87,017 91,611
Goodwill 62,874 64,912
Other assets 8,822 677
Total assets $651,112 $ 610,957
LIABILITIES AND PARTNERS' CAPITAL/STOCKHOLDER'S DEFICIENCY
Current Liabilities:
Accounts payable and accrued expenses $ 19,522 $ 15,756
Accrued federal income taxes —_ 3,325
Current portion of debt 2,834 4,202
Current obligations under capital leases 6,375 5771
Total current liabilities 28,731 29,054
Long-term debt, less current portion 46,753 51,198
Obligations under capital leases 23,846 30,772
Advances from affiliated companies 9,657 568,986
Deferred federal income taxes —_ 75,237
Other non-current [iabilities 1,428 —
Total liabilities 110,415 755,247
Partners’ Capital/Stockholder’s Deficiency:
Partners’ capital 540,697 —
Common stock — 201
Additional paid-in capital —_ 1,299
Accumulated deficit — (145,790)
Total partners’ capital/stockholder's deficiency 540,697 (144,280)
Total liabilities and partners’ capital/stockholder’s deficiency $651,112 $ 610,957
See notes to financial statements.
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0SG AMERICA LP
CONSOLIDATED AND PREDECESSOR COMBINED CARVE-OUT
STATEMENTS OF OPERATIONS
DOLLARS IN THOUSANDS, EXCEPT PER SHARE AND PER UNIT AMOUNTS

Successor Predecessor Predecessor Predecessor

November 15 - January 1 - Year Ended Year Ended
December 31, November 14, December 31, December 31,
2007 2007 20086 2005
Shipping Revenues:
Time and bareboat charter revenues $ 17,004 $ 91,517 $ 49,189 $ 40,770
Voyage charter revenues 14,042 91,354 39,663 9,070
31,136 182,871 88,852 49,840
Operating Expenses:
Voyage expenses 4,666 26,670 10,592 3,055
Vessel expenses 11,398 71,407 34,430 19,550
Barebcat charter expenses 3,468 10,205 — —
Depreciation and amortization 7,001 40,765 21,592 14,553
General and administrative 2,899 — — —_
General and administrative allocated from _
Overseas Shipholding Group, Inc. — 18,564 7,942 4,248
Loss on charter termination —_ — — 2,486
Total operating expenses 29,433 167,611 74,556 43,890
Income from vessel operations 1,703 15,260 14,296 5,950
Equity in income of affiliated companies 2,551 3,192 6,811 8,066
Operating income 4,254 18,452 21,107 14,016
Other income/(expense) 17 (8) 9 1
4,271 18,444 21,1186 14,017
Interest expense to a wholly-owned subsidiary
of Overseas Shipholding Group, Inc. — 6,426 B,535 6,173
Interest expense, other 665 4,409 4,077 4,512
Income before federal income taxes 3,606 7,609 8,504 3,332
Provision for federal income taxes — 2,048 768 1,325
Net Income $ 3,606 $ 5,561 $ 7,736 $ 2,007
General partner’s interest in net income $ 72
Limited partners’ interest;
Net income $ 3,534
Net income per unit—basic $ 0.12
—diluted $ 0.12
Weighted average units outstanding—basic 30,002,250
—diluted 30,002,250
Basic and diluted net income per share $ 285.20 $2,434.93 $1,873.81
Shares used in computing basic and diluted net
income per share 19,500 3177 1,071

See notes to financial statements,
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OSG AMERICA LP
CONSOLIDATED AND PREDECESSOR COMBINED CARVE-QUT
STATEMENTS OF CASH FLOW

DOLLARS IN THOUSANDS

Successor
November 15 -
December 31,

Predecessor
January 1 -

Predecessor
Year Ended

Predecessor
Year Ended

November 14, December 31, December 31,

2007 007 006 2005
Cash Flows from Operating Activities:
Net income $ 3,606 $ 5,561 $ 7,738 $ 2,007
ltems included in net income not affecting cash flows:
Depreciation and amortization 7,001 40,765 21,592 14,553
Provision {credit) for deferred federal income taxes _ 3,162 {1,153} (3,075)
{Increase) decrease in undistributed earnings of
affiliated companies, net of distributions {2,551) 3,618 1,021 {838)
Other—net 125 328 (327) (311)
Payments for drydocking (533} (16,874) (5,835) (115)
Changes in operating assets and liabllities:
Increase in receivables {2,684) {10,235) (533) (3,118)
{increase) decrease in other current assets (2,071) (1,662} (26) 276
(Decrease) increase in accrued federal income taxes - (4,439} (3,003) 2,360
(Decrease) increase in accounts payabie, accrued
expenses and other liabilities (3,295) 8,491 {6,173) 8,061
Net cash {used in) provided by operating activities (402) 28,715 13,299 19,800
Cash Flows from Investing Activities:
Expenditures for vessels (3,643) (41,113) (4,623) (74,116)
Acquisition of Maritrans —_ —_ {340,860) —
Net cash used in investing activities {3,643) (41,113) {345,483) (74,116)
Cash Flows from Financing Activities:
Capital contribution by OSG e 103 — 1,100
Payments on debt and obligations under capital
leases {1,327} (10,808) {5,938) {5,180}
Proceeds from issuance of commen units pursuant to
initial public offering 129,256 - - -
Payment of proceeds to affiliated companies for
liabilities owed {129,2586) — — —
Payments for deferred financing costs {1,203) —_ - —_
Changes in advances from affiliates 9,657 23,121 338,337 58,341
Net cash provided by financing activities 7,127 12,416 332,399 54,261
Net increase (decrease} in cash and cash equivalents 3,082 18 215 {55}
Cash and cash equivalents at beginning of period 298 280 65 120
Cash and cash equivalents at end of pericd $ 3,380 $ 298 $ 280 $ 65
Supplemental schedule of noncash financing
activities:
Issuance of units to OSG pursuant to initial public
offering $ 397,029 — — —_
Issuance of general partner interest to OSG
America LLC pursuant to initial public offering $ 10,804 — — —
Loans and non-interest bearing advances contributed )
to capital by 0SG $675,715

See notes to financial statements.
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OS8G AMERICA LP

CONSOLIDATED AND PREDECESSOR COMBINED CARVE-OUT
STATEMENT OF CHANGES IN PARTNERS’ CAPITAL / STOCKHOLDER'S DEFICIENCY
DOLLARS AND UNITS IN THOUSANDS

Additional
m Paid-in  Accumulated
Shares  Amount Capital Deficit Total
Balance at December 31, 2004 400 $ 200 § 200 $(155,533) $(155,133)
Issuance of stock 1,100 1 1,099 — 1,100
Net income — — — 2,007 2,007
Balance at December 31, 2005 1,500 $ 201 & 1,299 $(153,526) $(152,026)
Issuance of stock 18,000 — — — —
Net income — — — 7,736 7,736
Balance at December 31, 2006 19,500 $ 201 § 1,299 $(145,790) $(144,290)
Capital contribution by OSG — — 103 — 103
Net income — — — 5,561 5,561
Capital contribution of advances from affiliated
companies — — 675,715 — 675,715
Balance at November 14, 2007 19500 $ 201 $677.117 $(140,229) $ 537,089
Limited Partners
Common Units Subordinated Units General
Units Amount Unit Amount Partner Total
Balance at November 15, 2007 — 8 — —  § — 5 — 3 —
Issuance of common units pursuant to initial
public offering 7,500 129,256 — - —_ 129,256
Issuance of units to Overseas Shipholding i
Group, Inc. pursuant to initial public offering 7,500 132,343 15,000 264,686 — 397,029
Issuance of general partner interest to OSG
America LLC pursuant to initial public offering — — — — 10,804 10,804
Issuance and amortization of restricted units
awards 2 2 _ _ e 2
Net income 1,767 — 1,767 72 3,606
Balance at December 31, 2007 15,002 $263,368 15,000 $266,453 $10,876 $540,697
See notes to financial statements.
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Notes to Consolidated and Predecessor Combined Carve-Out Financial Statements:

NOTE A—ORGANIZATION:

OSG America L.P, a Delaware limited partnership (the “Partnership”), was formed on May 14, 2007 to ultimately own
a 100% interest in OSG America Operating LLC (the “Operating Company”). The Partnership’s general partner, OSG
America LLC (the “General Partner™), is a wholly owned subsidiary of Overseas Shipholding Group, Inc. ("OSG"), a
publicly traded company incorporated in Delaware. The Partnership obtained the foregoing assets in connection with
the initial public offering of its common units, which was consummated on November 15, 2007.

At or prior to the completion of the offering, the following transactions occurred:

+ The Partnership entered into a contribution agreement with OSG pursuant to which OSG transferred to the
Partnership all of the outstanding membership interests of the 18 vessel subsidiaries, represented by the 19,500
issued and outstanding common registered shares as reflected in the accompanying predecessor combined
carve-out statement of changes in stockholder's deficiency at November 14, 2007, that own the vessels in the
Partnership’s initial fleet and a 37.5% membership interest in Alaska Tanker Company, LLC;

| + OSG assigned to the Partnership the agreements to bareboat charter, from subsidiaries of Aker American
Shipping, Inc., six newbuild product carriers upon delivery of those vessels; :

¢ The Partnership issued to OSG 7,500,000 common units and 15,000,000 subordinated units, representing a 73.5%
limited partner interest in the Partnership;

* The Partnership issued to the General Partner a 2% general partner interest in the Partnership and all of the
Partnership’s incentive distribution rights, which will entitle the General Partrier to increasing percentages of the
cash the Partnership distributes in excess of $0.43125 per unit per quarter;

The Partnership issued 7,500,000 of its common units to the public representing a 24.5% limited partner interest in
the Partnership; and

+ The Partnership satisfied its obligation to reimburse OSG for approximately $129,256,000 of capital expenditures
incurred prior to the initial public offering with the proceeds from the offering.

In addition, at or prior to the completion of the offering, the Partnership entered into the following agreements:

* a management agreement with OSG Ship Management, Inc. (*OSGM"}, a wholly owned subsidiary of OSG,
pursuant to which OSGM agreed to provide the Partnership commercial and technicai management services;

* an administrative services agreement with OSGM, pursuant to which OSGM agreed to provide the Partnership
administrative services;

* an omnibus agreement with OSG, the General Partner and others, setting forth, among other things:
— when the Partnership and OSG may compete with each other;
— certain rights of first offer on Jones Act tank vessels;

— the grant to the Partnership of options to purchase the membership interests of one or more subsidiaries of
0SG that have entered into shipbuilding contracts with Bender Shipbuilding & Repair Co., Inc. for six newbuild
articulated tug barges {"ATBs");

— the grant to the Partnership of options to acquire the membership interests of one or more subsidiaries of
OSG that have entered into agreements to bareboat charter, from subsidiaries of Aker American Shipping, Inc.,
two newbuild product carriers and two newbuild shuttle tankers, upon delivery of those vessels; and

« a $200,000,000 senior secured revolving credit facility.
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NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of Presentation and Description of Business—QSG America L.P. is engaged in providing marine transportation
services through the ownership and operation of a fleet of tankers and ATBs. Of the 18 vessels in the operating fleet,
16 operate in the Jones Act trade and two operate in the international market under the U.S. flag while participating
in the Maritime Security Program. These two tankers are not eligible for Jones Act trading because they were not
built in the United States. The management of OSG America L.P. has determined that it operates in one segment. In
addition, 0SG America L.P. owns a 37.5% ownership interest in a joint venture, Alaska Tanker Company, LLC.

The accompanying consolidated and predecessor combined carve-out financial statements have been prepared in
accordance with U.S. generally accepted accounting principles. The consolidated financial statements include the
assets and liabilities of the Partnership and its wholly-owned subsidiaries. All significant intercompany balances and
transactions have been eliminated in consolidation. investments in 50% or less owned affiliated companies, in which
the Partnership exercises significant influence, but is not the primary beneficiary, are accounted for by the equity
method.

For the year ended December 31, 2007, the predecessor combined carve-out financial statements are for the period
January 1, 2007 through November 14, 2007, and the consolidated financial statements of the Company and its
wholly owned subsidiaries are for the 47 day period from November 15, 2007 through December 31, 2007 during
which the Company operated as an independent company. For the period from January 1, 2007 through

November 14, 2007 and for the years ended December 31, 2006 and 2005, the predecessor combined carve-out
financial statements presented herein have been carved out of the financial statements of OSG using specific
identification. In the preparation of these predecessor carve-out financial statements, general and administrative
expenses were not identifiable as relating to the vessels. General and administrative expenses, consisting primarily of
salaries and other employee related costs, office rent, legal and professional fees, and travel and entertainment were
allocated based on the Company’s proportionate share of OSG's total ship-operating days for each of the pericds
presented. Management believes these allocations reascnably present the financial position, results of operations and
cash flows of OSG America Predecessor {the “Predecessor”). However, the predecessor combined carve-out
statements of financial position, operations and cash flow may not be indicative of those that would have been
realized had OSG America Predecessor operated as an independent stand-alone entity for the perieds presented.
Had OSG America Predecessor operated as an independent stand-alone entity, its results could have differed
significantly from those presented herein,

Cash and Cash Equivalents—Interest-bearing deposits that are highly liquid investments and have a maturity of three
months or less when purchased are included in cash and cash equivalents. The treasury functions of OSG are
managed centrally. Accordingly, cash received by OSG America Predecessor (principally charter hire) was transferred
to OSG for investment purposes, with a corresponding reduction in the advances from affiliates. Cash required by
0SG America Predecessor (principally operating expenses and debt amortization) was transferred from OSG with a
corresponding increase in the advances from affiliates.

inventory—Inventory consists of fuel and is stated at cost determined on a first-in, first-out basis.

Vessels—\Vessels are recorded at cost and are depreciated to their estimated salvage value on the straight-line basis,
using a vessel life ranging from 20 to 25 years. Each vessel's salvage value is equal to the product of its lightweight
tonnage and an estimated scrap rate per ton. Accumulated depreciation was $59,568,000 and $27,264,000 at
December 31, 2007 and 2006, respectively.

Interest costs are capitalized to vessels during the pericd that vessels are under construction. Interest capitalized
aggregated $204,000 for the period November 15 through December 31, 2007, $1,320,000 for the period January 1
through November 14, 2007 and $167,000 for the year ended December 31, 2006.

Deferred Drydock Expenditures—Expenditures incurred during a drydocking are deferred and amortized on the
straight-line basis over the period until the next scheduled drydocking, generally two and a half years. Expenditures
for maintenance and repairs are expensed when incurred. Amortization of capitalized drydock expenditures, which is
inctuded in depreciation and amortization in the consolidated and combined statements of operations, amounted to
$1,302,000 for the period November 15 through December 31, 2007, $4,140,000 for the period January 1 through
November 14, 2007 and $3,384,000 and $1,666,000 for the years ended December 31, 2006 and 2005, respectively.
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Vessels Under Capital Leases—The Partnership charters in two vessels that it accounts for as capita! leases.
Amortization of capital leases is computed by the straight-line method over 22 years, which is the duration of the
leases. Accumulated amortization was $80,414,000 and $74,994,000 at December 31, 2007 and 2006, respectively.

impairment of Long-lived Assets—The carrying amounts of long-lived assets held and used by the Partnership are
reviewed for potential impairment whenever events or changes in circumstances indicate that the carrying amount of
a particular asset may not be fully recoverable. In such instances, an impairment charge would be recognized if the
estimate of the undiscounted future cash flows expected to result from the use of the asset and its eventual
disposition is less than the asset's carrying amount. This assessment is made at the individual vessel level since
separately identifiable cash flow information for each vessel is available. The amount of an impairment charge, if any,
would be determined using discounted cash flows.

Deferred Financing Costs—Direct costs associated with obtaining long-term financing are deferred and amortized to
interest expense over the terms of the related debt. Deferred financing costs of $1,172,000 at December 31, 2007 are
stated net of accumulated amertization and are included in other assets. Amortization for the period November 15
through December 31, 2007 amounted to $31,000.

Goodwill and Intangible Assets—Goodwill and indefinite lived intangible assets acquired in a business combination
are not amortized but are reviewed for impairment annually or more frequently if impairment indicators arise.
Intangible assets with estimable useful lives are amortized over their estimated useful lives. The Partnership’s
intangible assets, which consist of long-term customer relationships acquired as part of the purchase of

Maritrans Inc. ("Maritrans”) by OSG in November 2006, are being amortized on a straight line basis over 20 years.
Accumulated amortization at December 31, 2007 and 2006 was $4,983,000 and $383,000, respectively. Amortization
expense amounted to $594,000 for the period November 15 through December 31, 2007, $4,006,000 for the period
January 1 through November 14, 2007 and $383,000 for the year ended December 31, 2006. Amortization of
intangible assets for each of the five years subsequent to December 31, 2007 is expected to approximate $4,600,000
per year.

Revenue and Expense Recognition—Revenues from time charters are recognized ratably over the rental periods of
such charters, as service is performed. Voyage revenues and expenses are recognized ratably over the estimated
length of each voyage and, therefore, are allocated between reporting periods based on the relative transit time in
each period. A voyage charter agreement with a customer consists of sailing to the load port (the positioning leg),
loading the cargo, sailing to the discharge port and discharging the cargo. The charter agreement requires the
relevant vesse! to proceed to the port or place as ordered by the charterer in accordance with the contract. The
vessel is, therefore, employed from the time it receives a contract until the last discharge point and a contract is not
cancellable in the positioning leg, provided the Partnership fulfills its contractual commitment. Accordingly, the
voyage period commences upon departure from the discharge port of the vessel’s previous cargo and ends upon the
departure from the discharge port of the current cargo. The Partnership generally enters into a charter agreement
with a customer for the vessel’s next voyage prior to the time of discharge for its previous voyage. The impact of
recognizing voyage expenses ratably over the length of each voyage is not materially different on a quarterly and
annual basis from a method of recognizing such costs as incurred. The Partrership does not begin recognizing
voyage revenue until a charter has been agreed to by both the Partnership and the customer, even if the vessel has
discharged its cargo and is sailing to the anticipated load port on its next voyage.

Under voyage charters, expenses such as commissions, fuel, port charges, pilot fees, tank cleaning costs, canai tolis
and cargo handling operations are paid by the Partnership whereas, under time and bareboat charters, such voyage
costs generally are paid by the Partnership’s customers.

Significant Customers—0Ouring the three years ended December 31 2007, the Partnership derived revenues from
certain major customers, each one representing more than 10% of revenues. In 2007, revenues from four customers
aggregated 46% of total revenues. In 2008 and 2005, revenues from four customers aggregated 62% and 85%,
respectively, of total revenues. The Partnership does not necessarily derive 10% or more of its total revenues from
the same group of customers each year.

Income Taxes—All of the companies included in the Predecessor combined carve-out financial statements were
included in the OSG consolidated group for U.S. income tax purposes for periods through November 14, 2007. The
Predecessor’s financial statements have been prepared on the basis that OSG was responsible for all taxes for the
periods prior to January 1, 2002. The provisions for income taxes in the Predecessor combined carve-out financial
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statements have been determined on a separate-return basis for all periods presented. Deferred tax assets and
liabilities were recognized for the expected tax consequences of temporary differences between the tax bases of
assets and liabilities and their reported amounts. Valuation allowances were recorded, when appropriate, to reduce
deferred tax assets when it was more likely than not that a tax benefit would not be realized by OSG America
Predecessor. Current income taxes were provided on income reporied for financial statement purposes adjusted for
transactions that do not enter into the computations of income tax payable.

In June 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes”. This
interpretation clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial
statements by prescribing a recognition threshold and measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax return. This interpretation also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure and
transition, This interpretation was effective for fiscal years beginning after December 15, 2006. The Predecessor
adopted this standard effective January 1, 2007. The adoption of this standard did not have a material impact on the
financial condition, results of operations and cash flows.

The Partnership is not a taxable entity and does not incur a federal income tax liability. Instead, each partner of a
partnership is required to take into account his share of items of income, gain, loss and deduction of the partnership
in computing his federal income tax liability, regardless of whether cash distributions are made to him by the
partnership. Distributions by a partnership to a partner are generally not taxable to the partner unless the amount of
cash distributed exceeds the partner's adjusted basis in his partnership interest.

The internal Revenue Code provides that publicly traded partnerships will, as a general rule, be taxed as
corporations. However, an exception, referred to as the “Qualifying Income Exception,” exists with respect to publicly
traded partnerships of which 90% or more of the gross income for every taxable year consists of “qualifying
income™. Qualifying income includes income and gains derived from the transportation, storage and processing of
crude oil, natural gas and preducts thereof. For the period November 15 through December 31, 2007, at least 90%
of the Partnership’s current gross income constitutes qualitying income, and the Partnership will be classified as a
partnership and the operating company will be disregarded as an entity separate from the Partnership for federal
income tax purposes.

Partners’ Capital—0On November 8, 2007, OSG announced the pricing of the initial public offering of 7,500,000
common units representing limited partner interests in the Partnership at $19.00 per unit. The common units issued
to the public represent a 24.5% limited partner interest in the Partnership. OSG America LLC, a wholly owned
subsidiary of OSG, is the sole general partner of the partnership and has a 2% general partner interest, and other
subsidiaries of OSG hold a 73.5% limited partnership interest.

Net proceeds after deducting fees on the transaction were $129,256,000, which were used to satisfy the obligation of
the Partnership to reimburse OSG for capital expenditures incurred in the 24 months prior to the offering to improve
the assets contributed to the Partnership by OSG, as partial consideration for that contribution.

Stockholder’s Equity—At December 31, 2008, the wholly owned subsidiaries included in the Predecessor combined
carve-out financial statements had authorized capital of 6,500 common registered shares (1,300 shares were issued
and outstanding} with $1.00 par value; 2,000 common registered shares (200 shares were issued and outstanding)
with no par value; and, in connection with the November 28, 2006 acquisition of Maritrans, 18,000 common shares
with a par value of $.01 per share, all of which were issued and outstanding at December 31; 2006. The
stockholder’s equity was exchanged for common and subordinated units of the Partnership in connection with the
initial public offering.

Unit-based Compensation—The Partnership has adopted a long-term incentive plan that permits the granting of
awards to directors and employees in the form of restricted units and unit options. The Partnership recognizes
compensation cost for the restricted units on a straight-line basis over the vesting periods of the awards, which is
three years. No unit options have been granted.

Net income Per Unit—Basic net income per unit is determined by dividing net income, after deducting the amount of
net income allocated to the general partner interest, by the weighted average number of units outstanding during the
period. Diluted net Income per unit is calculated in the same manner as basic net income per unit, except that the
weighted average number of outstanding units is increased to include the dilutive effect of restricted units granted
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under the Partnership’s long-term incentive plan. There was no change in the weighted average units outstanding for
diluted net income per unit for the period November 15 through December 31, 2007.

As required by Emerging Issues Task Force Issue No. 03-06, "Participating Securities and the Two-Class Method
under FASB Statement No. 128, Earnings per Share” (“EITF 03-6"), the general partner’s interest in net income is
calculated as if all net income for the period was distributed according to the terms of the partnership agreement,
regardless of whether those earnings would or could be distributed. The partnership agreement does not provide for
the distribution of net income; rather, it provides for the distribution of available cash, which is a contractually defined
term that generally means all cash on hand at the end of each quarter after provision for certain cash requirements.
Unlike available cash, net income is affected by non-cash items, such as depreciation and amortization.

As described in Note A above, the general partner's incentive distribution rights entitle it to receive an increasing
percentage of distributions when the quarterly cash distribution exceeds $0.43125 per unit. For purposes of

EITF 03-8, the Partnership must calculate the general partner’s share of net income under the assumption that such
net income was distributable. Since net income did not exceed $0.43125 per unit for the period November 14
through December 31, 2007, the Partnership did not use any increased percentages in calculating the general
partner's interest in net income.

Use of Estimates—The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from those estimates.

Newly Issued Accounting Standards—In September 2006, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 157 (“FAS 1577}, “Fair Value Measurements.” The standard
provides guidance for using fair value to measure assets and liabilities in accordance with generally accepted
accounting principles, and expands disclosures about the extent to which companies measure assets and liabilities at
fair value, the information used to measure fair value, and the effect of fair value measurements on earnings. FAS 157
applies whenever other standards require or permit assets or liabilities to be measured at fair value but does not
expand the use of fair value in any new circumstances. FAS 157 is effective for financial statements issued for fiscal
years beginning after November 15, 2007, and interim periods within those fiscal years. Early adoption is permitted.
The adoption of FAS 157 will not have a material effect on the Partnership’s earnings or financial position.

In February 2007, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards

No. 159 (“FAS 1597), “The Fair Value Option for Financial Assets and Financial Liabilities—including an amendment of
FAS 115.” FAS 159 provides entities with the opportunity to choose to measure eligible financial instruments and
certain other items at fair value at spéciﬁed election dates to mitigate volatility in reported earnings caused by
measuring related assets and liabilities differently without having to apply complex hedge accounting provisions.

FAS 159 is effective for financial statements issued for fiscal years beginning after November 15, 2007 and interim
periods within those fiscal years. Early adoption is permitted provided a company also elects to apply the provisions
of FAS 157. The adoption of FAS 159 will not have a material effect on the Partnership’s earnings or financial
position.

In December 2007, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards
No. 141 (revised 2007), “Business Combinations” (“FAS 141R"). FAS 141R establishes principles and requirements for
how an acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities
assumed, any noncontrolling interest in the acquiree and the goodwill acquired. FAS 141R also establishes disclosure
requirements to enable the evaluation of the nature and financial effects of the business combination. FAS 141R
applies prospectively to business combinations for which the acquisition date is on or after the beginning of the first
annual reporting peried beginning on or after December 15, 2008. An entity may not apply it before that date.

In December 2007, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards
No. 160, “Noncontrolling Interests in Consolidated Financial Statements—an amendment of Accounting Research
Bulletin No. 517 (“FAS 160"). FAS 160 establishes accounting and reporting standards for ownership interests in
subsidiaries held by parties other than the parent, the amount of consolidated net income attributable to the parent
and to the noncontrolling interest, changes in a parent’s ownership interest and the valuation of retained
noncontralling equity Investments when a subsidiary is deconsolidated. FAS 160 also establishes disclosure
requirements that clearly identify and distinguish between the interests of the parent and the interests of the
noncontrolling owners. FAS 1680 Is effective for fiscal years, and interim periods within those fiscal years, beginning
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on or after Decernber 15, 2008 (that is, January 1, 2009, for entities with calendar year-ends). Earlier adoption is
prohibited. This statement is required to be applied prospectively as of the beginning of the fiscal year in which it
initially applied, except for the presentation and disclosure requirements, which must be applied retrospectively for all
periods presented.

NOTE C—ACQUISITION OF MARITRANS:

On Novemnber 28, 2006, OSG acquired Maritrans, a leading U.S. flag crude oil and petroleurmn product shipping
company that owned and operated one of the largest fleets of double hull vessels serving the U.S. East Coast and
Gulf Coast trades. The operating results of certain wholly owned subsidiaries of Maritrans, which were carved out of
the consalidated financial statements of Maritrans, have been included in the Partnership’s combined financial
statements commencing November 29, 2006. The Maritrans fleet consisted of seven ATBs, one of which was in the
process of being double hulled, one conventional tug barge (“CTB") and two tankers, all operating under the

U.S. flag.

The tollowing table summarizes the final allocation of the purchase price to the fair. value of the Maritrans assets and
liahilities. The final allocation of the purchase price resulted in a decrease to goodwill of $2,038,000 in 2007;

In thousands

Assets:
Current assets, including receivables ‘ $ 16,227
Vessels 303,995
Intangible assets subject to amortization 92,000
Goodwill 62,874
Total assets 475,096
Liabilities:
Current liabilities, including current installments of long-term debt 14,976
Long-term debt 81,427
Deferred federal income taxes and other liabilities 68,112
Total liabilities assumed 134,515
Net assets acquired (cash consideration) $340,581

The following unaudited pro forma financial information reflects the results of the Maritrans acquisition as if it had
occurred at the beginning of each of the periods presented during 2006 and 2005, after giving effect to purchase
accounting adjustments:

Year ended December 31,

In thousands, except per share amounts 2006 2005
Pro forma shipping revenues $190,654 $153,108
Pro forma net income 11,305 5,432
Pro forma per share amounts:
Basic and diluted net income per share $579.73 $284.85
Average shares outstanding during the period presented 18,500 19,071

The pro forma results have been prepared for comparative purposes only and do not purport to be indicative of what
operating results would have been had the acquisition actually taken place on the dates indicated. These results do
not reflect any synergies that might be achieved from the combined operaticns.

NOTE D—ALASKA TANKER COMPANY, LLC:

In the first quarter of 1999, OSG, BP Qil Shipping Company USA, Inc. ("BP”) and Keystone Alaska, LLC formed
Alaska Tanker Company, LLC (“ATC”) to manage the vessels carrying Alaskan crude oil for BP. ATC, 37.5% of which
is now owned by the Partnership, provides marine transportation services in the environmentally sensitive Alaskan
crude oil trade. Each member of ATC is entitled to receive its respective share of any incentive charter hire payable
by BP to ATC. The Partnership is not the primary beneficiary (as defined in FASB Interpretation 46(R) “Consolidation
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of Variable Interest Entities, an Interpretation of ARB No. 51”) with regard to ATC and accounts for its 37.5% interest
in ATC according to the equity method.

A condensed summary of the assets and liabilities of ATC follows:

As of December 31,

In thousands 2007 2006
Current assets $31,726 $36,035
Noncurrent assets 926 776
Total assets $32,652 $36,811
Current liabilities $29,028 $33,936
Noncurrent liabilities 6,611 2,775
Members’ equity 100 100
Accumulated other comprehensive loss (3,087) —
Total liabilities and members’ equity $32,652 $36,811

The balance in accumulated other comprehensive loss relates to the adoption of Statement of Financial Accounting
Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and other Postretirement Plans—an
amendment to FASB Statement Nos. 87, 88, 106 and 132(R)". This amount is amortized and recorded on ATC's
statement of operations and will be reimbursed by BP as set forth in the time charter agreements.

A condensed summary of the results of operations of ATC follows:

Year Ended December 31,

In thousands 2007 2006 2005
Time charter equivalent revenues $144628 $139,160 $164,719
Ship operating and other expenses (129,312) (121,000 {143,835)
Income from vessel operations—net income $ 15316 $ 18,160 § 20,884

NOTE E—ACCOUNTS PAYABLE AND ACCRUED EXPENSES:

Accounts payable and accrued expenses consist of the following:

As of
December 31,
In thousands 2007 2006
Trade payables $ 4533 $ 4,067
Fuel accruals 3,544 807
Charter revenues received in advance 3,074 5,220
Drydock accrual 2,523 148
Insurance premiums 2,253 208
Payroll and benefits 1,003 1,345
Interest expense 31 302
Brokers commissions 444 162
Other 1,837 3,497

$19,522 $15,756

NOTE F—ADVANCES FROM AFFILIATES:

As of
December 31,
In thousands 2007 2006
Interest bearing loans $ — $167,093
Non-interest bearing advances with no fixed terms of repayment 9,657 401,893

$9,657 $568,986
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Loans and non-interest bearing advances aggregating $596,044,000 were contributed to capital by OSG in 2007 prior
to the completion of the initial public offering. The interest bearing loans that were outstanding at December 31,
2006, were payable to a wholly-owned subsidiary of OSG according to a floating rate revolving credit facility. The
effective interest rate on the interest bearing loans outstanding at December 31, 2006 was 4.89%. The Partnership
repaid the non-interest bearing advances outstanding at December 31, 2007 in February 2008 by borrowing under
the senior secured reveolving credit facility.

NOTE G—LONG-TERM DEBT:

Long-term debt consists of the following:

As of
December 31,
In thousands 2007 2006
5.1% to 6.3% fixed rate secured term loans, due through 2014 $49,587 $55,400
Less current portion {(2,834)  (4,202)
Long-term portion $46,753 $51,198

As of December 31, 2007, approximately 18.4% of the net book value of the Partnership’s vessels is pledged as
collateral under secured term loans. The term loans require the Partnership to maintain the vessels in good condition,
maintain specified insurance, and abide by other covenants, which are customary with respect to such borrowings.

The aggregate annual principal payments required to be made on debt are as follows:

As of

December 31,

In thousands 2007
2008 $ 2,834
2009 3,007
2010 3,11
2011 3,385
2012 3,591
Thereafter 33,579
Total $ 49,587

Interest paid, excluding oans to affiliates and capitalized interest, amounted to $439,000 for the period from
November 15 through December 31, 2007, $4,595,000 for the period from January 1 through November 14, 2007,
and $3,877,000 and $4,512,000, for the years ended December 31, 2006 and 2005, respectively.

Senior Secured Revolving Credit Facility

On November 15, 2007, OSG America Operating Company LLC, a wholly owned subsidiaty of the Partnership,
entered into a $200,000,000 senior secured revolving credit facility with ING Bank N.V. and DnB NCR Bank ASA. As
of December 31, 2007, there were no borrowings outstanding under the facility.

Borrowings under the senior secured revolving credit facility are due and payable five years after the date that the
tacility agreemnent was sighed (the “closing date”), subject to a 24-manth extension period which may be requested
by the Partnership on or after the second anniversary of the closing date (up to 90 days prior to the fifth anniversary
of the closing date) and which may be approved by the lenders. Drawings under the facility will be available on a
revolving basis until the earlier of one month prior to the applicable maturity date or the date on which the facility is
permanently reduced to zero and the lenders are no longer required to make advances. The maximum number of
advances permitted to be outstanding under the senior secured revolving credit facility at any one time will be ten.

Borrowings under the senior secured revolving credit facility are secured by, among other things, first preferred
mortgages on certain owned vessels, and are guaranteed by the Partnership and certain of its subsidiaries.

08G America Operating Gompany LLC will be able, at its option, to prepay all loans under the Partnership's senior
secured revolving credit facility at any time without penalty (other than customary LIBOR breakage costs). The
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outstanding loans under the senior secured revolving credit facility will bear interest at a rate equal to LIBOR plus the
applicable margin (70 basis points per year until the fifth anniversary of the closing date and, if the extension option
is exercised, 75 basis points per year thereafter).

Tha naw senior secured revolving credit facility will prevent the Partnership from declaring dividends or making
distributions If any event of default, as defined in the senior secured revolving credit agreement, exists or would result
from such payments. In addition, the senior secured revolving credit facility contains covenants requiring the
Partnership to adhere to certain financial covenants.

NOTE H—TAXES:

All current and deferred tax liabilities were contributed to capital by OSG immediately prior to the Partnership’s initial
public offering.

In 2006, OSG made an election under the American Jobs Creation Act of 2004, effective for years commencing with
2005, to have its qualifying U.S. flag operations taxed under a new tonnage tax regime rather than under the usual
U.S. corporate income tax regime. As a result of that election, the Predecessor’s taxable income for U.S. income tax
purposes with respect to the eligible U.S. flag vessels did not include incoms from qualifying shipping activities in
U.S. foreign trade (8., transportation between the U.S. and foreign ports or betwsen foreign ports).

The significant compenents of deferred tax liabilities at December 31, 2006 foliow:

In thousands

Excess of book over tax basis of depreciable or amortizable assets—net $72,204
Costs capitalized and amortized for book, expensed for tax 1,474
Other—net 1,559
Total deferred tax liabilities (long-term) $75,237

The components of the Predecessor's provisions for federal income taxes follow:

Year Ended
No‘ir%r:':ljgg 1 4 December 31,
In thousands 2007 2006 2005
Current $(1,114) $1,821 $4,400
Deferred 3,162 (1,153)  (3,075)

$2,048 $ 768 $1,325

Reconciliations of the Predecessor's actual federal income tax rate attributable to pretax income and the u.S.
statutory income tax rate follow:

Year Ended
No‘ir%rr\rl:gg } 4- December 31,

In thousands 2007 2008 2005
Actual federal income tax provision rate 26.9% 9.0% 39.8%
Adjustments:

Tonnage tax exclusion 26.5% 27.6% (4.8)%

Amortization of intangibles (18.4% (1.6)% —_
U.S. statutory income tax provision rate 350% 350% 350%
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NOTE I-LEASES:

Charters-in:
As of December 31, 2007, the Partnership had commitments to bareboat charter-in ten vessels. Eight of such
charter-ins are, or will be, accounted for as operating leases. The future minimum commitments and related number

of operating days under these operating leases are as follows:

As of December 31, 2007

In thousands Amount  Operating Days
2008 $ 30,154 1,439
2009 51,791 2,378
2010 61,539 2,787
201 64,331 2,920
2012 64,306 2,928
Thereafter 150,944 5,256
Total $423,065 17,708

The future minimum commitments under two bareboat charters-in that are classified as capital leases are as follows:

As of

December 31,

In thousands 2007
2008 $ 8334
2009 9,692
2010 9,691
2011 8,103
Net minimum lease payments : 36,370
Less amount representing interest . (6,149)
Total $ 30221

In June 2005, OSG signed agreements to bareboat charter ten Jones Act Product Tankers to be constructed by Aker
Philadelphia Shipyard, Inc. (*APSI™), which order was increased to 12 ships in October 2007. Agreements for eight of
such vessels are included in the Partnership. Following construction, APSI will sell the vessels to leasing subsidiaries
of American Shipping Corporation (*ASC"), an affiliate of APSI, which will bareboat charter the eight vessels to the
Partnership for initial terms of five or seven years. The Partnership has extension options for the lives of the vessels.
The charters provide for profit sharing with the owners of the vessels when revenues earned by such vessels exceed
amounts defined in the charters. Three of these vessels, the Overseas Houston, Overseas Long Beach and QOverseas
Los Angeles, have already been delivered from the shipyard, in February, June and November 2007, respectively, The
remaining five vessels are scheduled to be delivered from the shipyard between 2008 and early 2010. The bareboat
charters will commence upon delivery of the vessels.
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Charters-out:

The future minimum revenues, before reduction for brokerage commissions, expected to be received on
noncancelable time charters and the related revenue days (revenue days represent calendar days, less days that
vessels are not available for employment due to repairs, drydock ot lay-up) are as follows:

As of December 31, 2007

In thousands Amount  Revenue Days
2008 $ 99,091 2,620
2009 119,833 2,712
2010 125,440 2,585
2011 106,750 2,173
2012 60,839 1,249
Thereafter 56,213 1,189
Total $568,166 12,548

Revenues from a time charter are not generally received when a vessel is off-hire, including time required for normal

periodic maintenance of the vessel. In arriving at the minimum future charter revenues, an estimated time off-hire to

perform periodic maintenance on each vessel has been deducted, although there is no assurance that such estimate
will be reflective of the actual off-hire in the future.

The scheduled future minimum revenues should not be construed to reflect total shipping revenues for any of the
periods.

NOTE J—LONG-TERM INCENTIVE PLAN:

In 2007, the Board of Directors of the general partner of the Partnership adopted the OSG America L.P. 2007
Omnibus Incentive Compensation Ptan (the “Plan”) for directors and employees of the Partnership and its affiliates.
The Plan currently permits the grant of awards covering an aggregate of 250,000 common units in the form of unit
options, unit appreciation rights, restricted units, unsecured and unfunded restricted unit awards, performance units,
cash incentive awards and other equity-based or equity-related awards. The Plan is administered by the Board of
Directors of the general partner of the Partnership. The Board of Directors, in its discretion, may terminate the Plan at
any time and also reserves the right to alter or amend the Plan from time to time, including increasing the number of
common units with respect to which awards may be granted subject to unitholder approval as required by the New
York Stock Exchange. No change in any outstanding grant may be made, however, which would materiaily impair the
rights of any participant without the consent of such participant.

Unit compensation expense for the period of November 15 through December 31, 2007 was not material to the
Partnership’s Statement of Operations. As of December 31, 2007, there was $41,000 of unamortized compensation
cost related to non-vested restricted units, which is expected to be recognized over a remaining weighted-average
vesting period of 2.9 years. A summary of the status of the Partnership’s restricted unit awards as of December 31,
2007 and of changes in restricted units outstanding under the Partnership’s long-term incentive plan for the period of
November 15 through Decemnber 31, 2007 tollows:

Weighted-
Average Grant
Number of Date Fair Value

Units per Unit
Restricted unit awards outstanding at November 15, 2007 — —_
Units granted 2,250 $ 19.00
Units vested — -
Restricted unit awards outstanding at December 31, 2007 2,250 $ 19.00

NOTE K—PENSION PLANS:

The Partnership makes contributions to jointly managed (company and union) multi-employer pension plans covering
seagoing personnel. The Employee Retirement Income Security Act of 1974 requires employers who are contributors
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to U.S. multi-employer plans to continue funding their allocable share of each plan's unfunded vested benefits in the
event of withdrawal from or termination of such plans. Certain other seagoing personnel are covered under a defined
contribution plan, the cost of which is funded as incurred. The costs of these plans were not material for the period
November 15 through December 31, 2007, for the period January 1 through November 14, 2007, or for the years
ended December 31, 2006 and 2005.

NOTE L—FAIR VALUE OF FINANCIAL INSTRUMENTS:

Cash and cash equivalents—The carrying amounts reported in the consolidated and Pretecessor combined carve-out
balance sheets for interest-bearing deposits approximate their fair value.

Debt, including capital leases—The fair values of the Company’s fixed rate debt are estimated using discounted cash
flow analyses, based on the rates currently available for debt with similar terms and remaining maturities.

As of December 31,

.2007 2006
) Carrying Fair  Carrying Fair
In thousands Amount Value  Amount Value
Cash and cash equivalents $3380 $3380 $ 280 $ 280
Debt, including capital lease obtigations 79,808 78,471 91,843 92,348

NOTE M—COMMITMENTS:

As of December 31, 2007, the Partnership had remaining commitments of $28,211,000 on non-cancelable contracts
for the construction of two tugs (to be delivered in 2008 and 2009) and the double hulling of one existing barge (to

be completed in 2008). We expect these commitments to be funded from existing cash on hand, borrowings under

our revolving credit facility or additional long-term debt as required.

NOTE N—QUARTERLY RESULTS OF OPERATIONS (UNAUDITED}:

Quarter Ended Dec. 31,

Results of Operations Quarter Quarter Quarter Oct. 1 Now. 15

(in thousands, except per share and per Ended Ended Ended Through Through

unit amounts) March 31, June 30, Sept. 30, Nov. 14, Dec. 31, Combined
2007

Shipping revenues $ 49,734 $ 49,366 $ 55784 $27,987 $31,136 $59,123
Income from vessel operations 7,980 4,579 1,446 1,255 1,703 2,958
Net income (loss) 4,203 2,674 (1,577) 261 3,606 3,867
Basic net income (loss} per share $ 21552 % 13712 § (80.83) $ 13.38 — —
Diluted net income (loss) per share $ 21552 $ 13742 $ (80B3) $ 13.38 — -
Basic net income per unit — — — — % 012 —
Diluted net income per unit — — — — % 012 —
2006

Shipping revenues $ 17,259 $ 20578 $ 21,623 —_ — $29,392
Income from vessel operations 3,074 4,332 3,998 — - 2,892
Net income 2,158 2,519 2,286 — — 773
Basic net income per sharse $1,438.93 $1,679.33 $1,524.53 —_ — $ 94.75
Income per share $1,438.93 $1,679.33 $1,524.53 — - $ 94.75
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INDEPENDENT AUDITORS' REPORT

The Members
Alaska Tanker Company, LLC:

We have audited the accompanying balance sheets of Alaska Tanker Company, LLC (a Delaware limited liability
company) as of December 31, 2007 and 20086, and the related statements of operations, members’ equity (deficit)
and cash flows for each of the years in the three-year period ended December 31, 2007. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits,

We conducted our audits in accaordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principtes used and significant
estimates made by management, as well as evaluating the averall financial staternent presentation. We believe that
our audits provide a reasonable basis for our opinion. '

As discussed in note 8 to the financial statements, the Company adopted the recognition and disclosure provisions
of Statement of Financial Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans, as of December 31, 2007.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of Alaska Tanker Company, LLC as of December 31, 2007 and 2006 and the results of its operations and its cash
flows for each of the years in the three-year period ended December 31, 2007 in conformity with U.S. generally
accepted accounting principles.

/s/ KPMG LLP
February 18, 2008
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ALASKA TANKERS COMPANY, LLC

BALANCE SHEETS
As of December 31,
2007 2006
ASSETS
Current Assets:
Cash $ 4,580,735 6,130,228
Due from members:
BP Qit 26,560,187 29,165,226
0SsG — 5,158
Other receivables 21,097 73,768
Prepaid expenses 553,646 660,424
Total current assets 31,725,665 36,034,804
Long term assets:
Other assets 926,218 775,813
Total assets $32,651,883 36,810,617
LIABILITIES AND MEMBERS' EQUITY (DEFICIT)
Current Liabilities:
Accounts payable $ 2,499,882 6,259,944
Accrued expenses (note 4) 10,212,011 9,516,407
Accrued dividend to members 15,316,393 18,159,823
Total current liabilities 29,028,286 33,936,174
Long term liabilities:
Cther liabilities 6,610,981 2,774,443
Total long term liabilities 6,610,981 2,774,443
Total liabilities 35,639,267 36,710,617
Commitments and contingencies (notes 3 and &)
MEMBERS’ EQUITY {DEFICIT):
Members’ equity 100,000 100,000
Accumulated other comprehensive loss (3,087,384) —_
Members' equity (deficit) {2,987,384) 100,000
Total liabilities and members’ equity (deficit) $32.651,883 36,810,617

See accompanying notes to financial statements.
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ALASKA TANKER COMPANY, LLC
STATEMENTS OF OPERATIONS

Years ended December 31,

2007 2006 2005
Revenues $143,665,531 136,287,792 160,767,828
Predelivery revenues (outside of time charters) 1,062,497 2,871,765 3,951,222
Total revenues 144,628,028 139,159,557 164,719,050
Cost of operations:
Payroll 31,634,274 30,899,151 38,389,245
Consumables 3,639,972 3,218,657 3,136,940
Insurance, net 1,298,750 1,689,149 1,874,574
Vessel repair 13,159,701 6,247,026 6,668,430
Drydock and customs —_ 7,083,307 1,862,630
Fuel 41,465,437 39,427,153 53,528,517
Port charges 18,017,692 15,190,016 18,824,079
Cther 4,303,433 3,774,272 3,208,847
New build expenses (projects outside warranty) 4,003,536 1,180,093 -
Total cost of operations 117,522,795 108,718,824 127,493,262
Administrative costs 10,726,343 8,988,573 10,108,147
Predelivery expenses {outside of time charters) 1,062,497 2,871,765 3,951,222
Severance costs — 420,572 2,282,053
Net income $ 15,316,393 18,159,823 20,884,366
Dividend declared to members $ 15,316,393 18,159,823 20,884,366

See accompanying notes to financial statements.
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ALASKA TANKER COMPANY, LLC
STATEMENTS OF MEMBERS' EQUITY (DEFICIT)
Years ended December 31, 2007, 2006, and 2005

Accumulated

other Members’

Members’ comprehensive equity

0SG  Keystone 8P Gil Equity loss (deficit)

Balance, December 31, 2004 $ 37,500 37,500 25,000 100,000 - 100,000

Net Income 7,831,637 7,831,637 5,221,092 20,884,366 — 20,884,366

Dividend to members {7,831,637) (7,831,637} (5,221,092) (20,884,366) — (20,884,366)

Balance, December 31, 20056 37,500 37,500 25,000 100,000 — 100,000

Net Income 6,809,934 6,809,934 4,539,955 18,159,823 - 18,159,823

Dividend to members {6,809,934) (6,809,934) (4,539,955) (18,159,823) — (18,159,823)

Balance, December 31, 2006 37,500 37,500 25,000 100,000 - 100,000

Net Income 5,743,647 5,743,647 3,829,099 15,316,393 — 15,316,393

Dividend to members (5,743,647) (5,743,647) (3,829,099) (15,316,393) — {(15,316,393)
Effect of adoption of

provisions of SFAS No. 158 — — — — (3,087,384) (3,087,384)

Balance, at December 31, 2007 $ 37,500 37,500 25,000 100,000 (3,087,384)n  (2,987,384)

{8) The balance in accumulated other comprehensive loss relates to the adoption of SFAS No. 158 and resulted in an increase in defined
benefit pension and post retirament benefit obligations on the balance sheet. As this amount is amortized and recorded on the statement
of operations, it will be reimbursed by BP Oil as set forth in the time charter agreements.

See accompanying notes to financial statements.
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ALASKA TANKER COMPANY, LLC
STATEMENTS OF CASH FLOWS

Years ended December 31,

2007 2006 2005
Cash flows from operating activities:
Net income $15316,393 18,159,823 20,884,366
Adjustments to reconcile net income to net cash provided by
operating activities:
Change in:
Due from members and other receivables 2,662,868 4,413,239 2,151,040
Prepaid expenses 106,778 (224,141) 481,608
Other assets (160,011) (184,326) (194,350}
Accounts payable (2,760,062) 4,594,766 (2,633,031}
Accrued expenses 695,604  (1,406,385) (3,124,077}
Other liabilities 758,760 789,585 582,643
Net cash provided by operating activities 16,620,330 26,142,561 12,148,199
Cash flows from financing activities:
Increase (decrease) in checks outstanding in excess of cash deposits — (2,356,361} 1,674,256
Payment of dividend to members (18,169,823) (20,884,366) (19,274,386)
Net cash used in financing activities (18,159,823) (23,240,727) (17,600,130)
Net change in cash (1,539,493) 2,901,834  (5,451,831)
Cash, beginning of year 6,130,228 3,228,394 8,680,325
Cash, end of year $ 4,590,735 6,130,228 3,228,394
Supplemental disclosure of cash flow information:
Noncash financing activity:
Dividends declared $15,316,393 18,159,823 20,884,366
Adoption of SFAS No. 158 3,087,384 — —

See accompanying notes to financial statements.
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ALASKA TANKER COMPANY, LLC
Notes to Financial Statements
December 31, 2007 and 2006

(1) ORGANIZATION AND PURPOSE

Alaska Tanker Company, LLC (ATC or the Company) was organized effective March 30, 1999 as a limited liability
company in the state of Delaware for the purpose of chartering and operating vessels for the transportation of
Alaskan produced crude oil to destinations designated by vessel charterers, and to provide tonnage planning and
ship scheduling services to such vessel charterers.

The members of the Company and their respective ownership interests are BP Oil Shipping Company USA, Inc. (BP
Qil), which owns 25%, Keystone Alaska, LLC (Keystone), which owns 37.5% and OSG America, LP (OSG), which
owns 37.5%. The ownership interest held by OSG was previously held by Overseas Shipholding Group, Inc. until
Movember 15, 2007, when the membership interest was transferred to OSG as part of its initial public offering. Total
capital contributions of $100,000 were made upon formation of ATC and each Member contributed its percentage of
initial contribution based on their propertionate ownership.

The term of the Company shall be perpetual unless dissolved or tenminated by the members pursuant to the limited
liability company agreement {Agreement). Disposition of a member's interest can be made only in accordance with
the Agreement which provides, among other things, that any member who wants to dispose of its membership
interest {other than to an affiliate of the member) must () obtain approval of all of the other members; (i} receive a
bona fide offer to purchase its membership interest from a third party, (iii) offer to the other members to sell its
membership interest on the same terms as the offer from the third party.

Pursuant to the Agreement, each member has agreed it will not resign, retire, or withdraw from the Company, except
that BP Qil may withdraw as a member from the Company without cause, upon at least 120 days prior notice to the
other members., The withdrawal of BP Oil will not affect the time charters {note 3) with BP Qil and the associated
guarantees or other contractual relationships then in place.

Income, loss, and distributions are allocated among the members in accordance with their sharing ratios in effect at
the time {currently BP Qil 25%, Keystone 37.5%, OSG 37.5%).

The management of the Company is vested in the member committee, which is composed of three representatives,
one from each of the members of the Company. The representatives of Keystone and OSG have one and one half
(1%4) votes each and the representative of BP Qil has one (1) vote. The member committee may delegate and has
delegated certain operating responsibilities and authority to employees of the Company.

{2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a} Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Significant items subject to such estimates
and assumptions include valuation allowances for receivables and assets and liabilities related to employee benefits.
Actual results could differ from those estimates. '

{b) Revenue Recognition

Revenue is recorded pursuant to time chartars (note 3) as expenses are incurred and incentive hire is earned. As
discussed in note 3, payments under bareboat charters are not recorded by the Company in the accompanying
financial statements as an expense nor is the corresponding revenue recorded. Revenue earned prior to the signing
of the time charters is classified as preoperating revenue.

{c} Predelivery Expenses

Predelivery expenses represent amounts paid by ATC on behalf of BP Olf to prepare new vessels for operation.
These amounts include the procurement of spare parts, stocking the ship with consumables, certain payroll
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ALASKA TANKER COMPANY, LLC
Notes to Financial Statements (Continued)
December 31, 2007 and 2008

expenses, and other costs incurred prior to the ship being ready to carry crude oil and crew members. These
amounts are reimbursed by BP Oil and are classified as predelivery expenses.

{d) Income Taxes

The Company is taxed as a partnership, accordingly, alt income taxes are the responsibllity of the members.
{e) Cash

Cash includes cash in banks and cash held onboard vessels in Master Cash Accounts.

() Prepaid Expenses

Prepaid expenses include primarily prepaid payroll and insurance costs at December 31, 2007 and 2006.
{g) Fumniture, Fixtures and Equipment

All expenditures for furniture, fixtures and equipment are reimbursed by BP Qil. Accordingly, the net carrying value of
furniture, fixtures and equipment is zero as of December 31, 2007 and 2008, respectively. As part of the formation of
ATC, BP Qil provided approximately $853,000 of furniture, fixtures and equipment to the Company for use in the
administration of its operations. The Company has been provided the furniture, fixtures and equipment from BP Qil
for no charge. Additionally, certain equipment is being leased by the Company under operating leases (note 6).

{h) New Build Expenses

The Company incurs certain expenses upon receipt of new vessels to ensure they meet all safety criteria established
by the Company. These expenses are subject to approval by BP prior to being incurred and are separately recorded
for financial reporting purposes. .

(i) Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation.

(3) CHARTER OPERATIONS

ATC was formed to operate vessels that were chartered to BP Qil in the Alaskan crude oil trade. During 2006, ATC
had bareboat charters for seven vessels. As of December 31, 2007, there were five remaining bareboat charters. A
bareboat charter is a charter in which the owner leases an unmanned ship for a long period at a rate which covers
any depreciation and a nominal return. The charterer mans, procures all supplies and provisions, insures, maintains,
and repairs the vessel, and pays for all operating expenses.

The Company in turn charters the vessels under time charters to BP Oil. A time charter is a form of charter where the
bareboat charterer leases the vessel and crew to the time charterer for a stipulated period of time, The charterer pays
for the vessels’ fuel and port charges in addition to the time charter hire. R

Each of the Company's bareboat charters has a corresponding time charter with BP Qil covering identical periods,
The time charters contain a basic charter hire payment which is the same as the charter hire payment required by the
corresponding bareboat charter. ATC, as allowed by the time charters, has assigned the bareboat charter hire
payments to be made directly by BP Oil to the shipowners or other person as designated by the shipowner. In
addition, if a bareboat charter is terminated by the Company, the termination payment required under the bareboat
charter will be paid by BP Qil pursuant to the corresponding time charter. The time charters also include
supplementa! charter hire payments which consist primarily of reimbursement of the Company’s operating expenses.
In addition, as discussed below, the time charters contain a provision for an incentive hire payment, The maximum
incentive hire payment available per vessel for the year ended December 31, 2007 is $2,243,333 (adjusted annually
by the consumer price index).

As ATC is merely an operator of the vessels under the time charters, the accompanying financial statements reflect
only the operating expenses for the vessels and administration costs as well as the revenues from BP Qil to fund
those operations plus the incentive hire. BP Oil is responsible for paying all operating costs incurred by ATC. Total
bareboat charter payments made directly by BP Qil to the shipowners, or others as designated, and not reflected in
the accompanying financial statements for the years ended December 31, 2007, 2006 and 2005 were approximately
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$90,162,000, $96,510,000 and $86,980,000, respectively. Included in the 2007 amount is approximately $2,043,000
related to final payments for one ship that was taken out of service.

The bareboat and time charter periods are the same for each individual vessel and expire on varying dates from 2007
through 2023,

As noted above, the time charters between ATC and BP Qil make provisions for the payment of incentive hire
payments. These payments are made upon meeting certain performance measure parameters as contractually
defined in the time charter. The performance targets and assessment of achievement is agreed upon annually by the
member committee. For the years ended December 31, 2007, 2006 and 2005, the Company achieved incentive hire
payments totaling $15,316,393, $18,159,823 and $20,884,366, respectively. The amount is shared by the members of
the Company based upon their sharing ratios and is shown as dividends to members in the accompanying financial
statements. Included in the 2007 incentive hire is $4,186,060, related to vessels that were taken out of service in
2005 and 2006.

ATC does not own any vessels nor does it have any options to acquire vessels under the bareboat charter.

{4) ACCRUED EXPENSES
Accrued expenses consist of the following at December 31, 2007 and 2006:

2007 2006

Salaries and wages $ 3,476,367 1,835,387
Drydock and vessel repairs 2,200,230 1,850,465
Voyage expenses 878,061 924,641
Administrative expenses : 1,303,038 1,343,747
Retirement and medical plans 481,894 828,187
Other 1,872,421 2,733,980
Total $10,212,011 9,516,407

Included in drydock and vessel repairs are customs charges totaling approximately $1,500,000 at December 31, 2007
and 2006.

(5) SEVERANCE COSTS

The Company reduced its fleet size in 2005 and as a result, 16 employees were given severance packages.
Termination benefits were communicated to the affected employees prior to year-end. This reduction primarily
impacted certain shore staff, masters and chief mates. Employee severance costs primarily included severance
benefits and notice pay. Severance costs of approximately $0, $421,000 and $2,282,000 were expensed in 2007,
2006, and 2005, respectively, of which approximately $0 is included in other accrued expenses at December 31,
2007.

The following table displays a rollforward of accruals established for restructuring:

Severance and related costs:

Accrual at December 31, 2005 $1,226,786
2006 charges 327,670
2006 amounts paid (1,452,456)

Accrual at December 31, 2006 102,000
2007 amounts paid {102,000)

Accrual at December 31, 2007 $ —

2007 Annual Report 9N




ALASKA TANKER COMPANY, LLC
Notes to Financial Statements (Continued)
December 31, 2007 and 2006

(6) COMMITMENTS AND CONTINGENCIES
{a} Operating Leases

The Company leases certain office space, equipment and vehicles under noncancelable operating lease agreements.
The lease terms vary as do the Company's renewal options. Expenses related to the leases totaled approximately
$353,000, $456,000 and $526,000 for the years ended December 31, 2007, 2006 and 2005, respectively. Future
annual lease payments are summarized as follows:

Year ending December 31:

2008 $ 324,887
2009 288,026
2010 296,355
2011 ) 301,948
2012 311,008
Thereafter 509,265

$2,031,489

{b} Contingencies

We are currently a party to various claims and legal proceedings in addition to those noted above. f management
believes that a loss arising from these matters is probable and can reasonably be estimated, we record the amount
of the loss, or the minimum estimated liability when the loss is estimated using a range, and no point within the
range is more probable than another. As additional information becomes available, any potential liability related to
these matters is assessed and the estimates are revised, if necessary. Based on currently available information,
management believes that the ultimate outcome of these matters, individually and in the aggregate, will not have a
material adverse effect on our financial position or overall trends in results of cperations. However, litigation is subject
to inherent uncertainties, and unfavorable rulings could occur. If an unfavorable ruling were to occur, there exists the
possibility of a material adverse impact on the financial position and results of operations of the period in which the
ruling occurs, or future periods.

{7) 401(K) PLAN

The Company has a defined contribution plan with 401(k) provisions covering all full-time employees other than those
subject to collective bargaining with a union and independent contractors. Employees become efigible upon
completion of one year of employment, 1,000 hours of service and age 21. Eligible employees may contribute in
increments of 1% of eligible compensation, depending on their eligibllity, subject to certain Internal Revenue Service
(IRS) imposed limitations. The Company will match each dollar of employee savings with $0.75 up to a maximum of
6% of eligible compensation. The Comparny may, in its sole discretion, change the percentage of its contribution on a
prospective basis. The employee contributions are always 100% vested. In 2005, the Company's contributions were
vested upon completion of five years of service. Effective January 1, 2006, Company contributions to the 401(k) plan
are vested upon the completion of three years of service. For the years ended December 31, 2007, 2006 and 2005,
the Company contributed approximately $168,000, $158,000 and $173,000, respectively.

(8) RETIREMENT PLANS
The Company offers a defined benefit plan and a postretirement benefit plan for its employees.
{a) Adoption of SFAS No. 158

In September 2006, the FASB issued FASB Statement No. 158, Employers’ Accounting for Defined Benefit Pension
and Other Postretirement Plans—an amendment of FASB Statements No. 87, 88, 106 and 132{R}, (SFAS No. 158},
which requires employers to fully recognize the funded status of single-employer defined benefit pension, retiree
heaithcare and other postretirement plans in their financial statements, recognize as a component of other
comprehensive income, net of tax, the gains or losses and prior service costs or credits that arise during the period
but are not recognized as components of net periodic costs, measure defined benefit plan assets and obligations as
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of the date of the Company’s fiscal year-end statement of financial position, and disclose in the notes to financial
staternents additional information about certain effects on net periodic benefit cost for the next fiscal year that arise
from delayed recognition of the gains or losses, prior service costs or credits, and transition asset or obligation. The
requirement of SFAS No. 158 to recognize the funded status of a benefit plan and the disclosure requirements was
effective as of December 31, 2007. The Company has historically used a December 31 measurement date.

The Company adopted SFAS No. 158 in the fiscal year ended December 31, 2007 and the adoption of this
accounting pronouncement resulted in $3,087,384 in accumulated other comprehensive loss in members’ equity
{deficit), a $9,606 decrease in total assets and a $3,077,778 increase in total liabilities to record unamortized losses
related to the postretirement benefit plan. These losses occurred due to the reduction in the discount rate in prior
years and the increase in benefits that arise when participants meet the eligibility requirements. These unamartized
losses will be rectassified to the statement of operations over the estimated remaining years to retirement of the
participants.

This accounting change does not allow retroactive application.

The following is the incremental effect of applying SFAS No. 158 on individual line items in the balance sheet at
December 31, 2007.

Before Application After Application of

of SFAS. No. 158  Adjustments SFAS. No. 158

Other assets, net $ 0935824 {9,6086) 926,218

Total assets 32,906,206 (9,606) 32,896,600

Other liabilities, net 3,533,203 3,077,778 6,610,981

Total liabilities 32,806,206 3,077,778 35,883,984
Accumutated other

comprehensive loss — {3,087,384) (3,087,384)

Total members’ equity (deficit) 100,000 (3,087,384) (2,987,384}

{b) Defined Benefit Pension Plan

The Company maintains a noncontributory defined benefit pension plan (the Plan) for substantially all of its
employees. Employees become eligible upon completion of one year of employment. The Company’s current funding
policy is to contribute the net periodic pension cost accrued each year, to the extent it falls between the minimum
required and maximum tax deductible contribution for the year. The Company's annual pension contribution is based
on independent actuarial computations.

The Campany terminated the Plan effective December 31, 2005 subject to IRS approval. As a result any benefit
credits that otherwise would have been earned after 2005 were eliminated. This resulted in a plan curtailment and the
unrecognized prior service cost being fully amortized at December 31, 2005.

Additicnally, the Company maintained a supplemantal noncontributory defined benefit pension plan (Supplemental
Plan). Together with the Plan, the Supplemental Plan provided benefits for certain employees who exceed allowable
amounts under the Plan. This Plan was terminated as of December 31, 2005 and a curtailment and settlement
resulted. Any remaining benefits were transferred to a supplemental capital appreciation plan.

The following are the amounts in accumulated cther comprehensive loss that have not yet been recognized as
components of net periodic benefit cost.

2007 2006
Net loss $9,606 —
$9,606 —

Amounts recognized in accumulated other comprehensive loss are as follows:
2007 2006

Adjustment to initially apply SFAS No.158:

Net loss $9,606 —
$9,606 —
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The estimated net loss that will be amortized from accumulated other comprehensive loss into net periodic benefit
cost over the next fiscal year is $0.

The following is a breakdown of certain aggregate components of the Plan at December 31, 2007 and 2006
{measurement date of the Plan is December 31):

2007 2006

Projected benefit obligation $(4,938,802) (4,858,453}

Fair value of plan assets 5,865,020 5,757,532

Funded status $ 926,218 899,079

Accumulated benefit obligation $(4,938,802) (4,858,453)
Amounts recognized in the batance sheets at December 31:

2007 2006

Noncurrent assets $926,218 775,813

Accumulated other comprehensive 9,606 —

Net amount recognized $935,824 775,813

The weighted average assumptions used to determine the benefit obligation at December 31, 2007 and 2006 are as
follows:

2007 2006
Discount rate 6.00% 6.00%
Expected long-term rate of return as plan assets 8.00% 8.00%

Rate of increase in future compensation levels — —

The following is a breakdown of aggregate pension benefits for the years ended December 31, 2007, 2006 and 2005;

2007 2008 2005
Pensicn benefit (cost) . $ 160,011 184,326  (1,304,905)
Employer contribution _ -— 1,200,000
Benefits paid {243,944) (2,014,292) (422,189)

The weighted average assumptions used to determine the net benefit (cost) for the years ended December 31, 2007,
2006 and 2005 are as follows:

2007 2006 2005

Discount rate 6.00% 5.75% 6.00%
Expected long-term rate of return on plan assets 8.00 8.00 8.00
Rate of increase in future compensation levels —_ — 5.50

The Company's overall expected long-term rate of return on assets is 8%. The expected long-term rate of return is
based on the portfolio as a whole and not on the sum of the returns on individual asset categories. The return is
based exclusively on historical returns without adjustments.

Plan Assets

The Plan's assets are invested to maximize returns and minimize risk to the participants in the Plan. This strategy
also involves monitoring investment allocations to ensure appropriate diversification of assets and performance. The
Company has established targeted asset allocations for the Plan. These targets do not represent strict requirements,
but are intended as general guidelines. The targeted allocation percentages are: fixed income 60% and equities 40%.
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The Plan’s asset allocation at December 31, 2007 and 2006, by asset category are as follows:

Plan Assets at December 31

2007 2006
Mutual funds—equities 51% 40%
Mutual funds—fixed income 15 48
Corporate debt instruments — 2
U.S. government securities 9 2
Interest-bearing cash 25 8
Total 100% 100%

Cash Flows
The Company expects to contribute $C to the Plans in 2008,

The Plan's assets will be distributed to participants upon IRS and Pension Benefit Guarantee Corporation approval of
the Plan's termination. The Company expects such approvats to occur during 2007. Benefit payments will be made
as terminated employees request payouts prior to the final distribution. The distribution wil! be approximately
$4,950,000 when the termination occurs.

{c) Postretirement Plan

The Company has a postretirement medical and life insurance plan (the Postretirement Plan) that provides benefits to
shore-based employees and nonunion licensed deck officers at least 55 years of age with 10 years or more of
service as defined.

The following are the amounts in accumulated other comprehensive loss that have not yet been recognized as
components of net periodic benefit cost.

2007 2006
Net loss $2,848,846 —
Net prior service cost : 228,932 —_
$3,077,778 —

Amounts recognized in accumulated other comprehensive loss are as follows
2007 2006

Adjustment to initially apply SFAS No.158:

Net loss $2,848,846 —
Net prior service cost 228,932 —
$3,077,778 —

The estimated net loss that will be amortized from accumulated other comprehensive loss into net periodic benefit
cost over the next fiscal year is $320,000.

The following is a breakdown of certain aggregate components of the Postretirement Plan at December 31, 2007 and
2006 (measurement date of the Postretirement Plan is December 31):

2007 20086
Projected benefit obligation $(6,803,364) {6,269,658)
Fair value of plan assets —_ -_
Funded status $(6,803,364) (6,369,658)
Accumulated benefit obligation $(6,803,364) (6,369,658)
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Amounts recognized in the balance sheets at December 31:

2007 2006

Current liabilities $ (192,383)  (151,564)
Noncurrent liabilities (6,610,981) (2,774,443)
Accumulated other comprehensive income 3,077,778 —
Net amount recognized $(3,725,586) (2,926,007)

Unrecognized prior service costs are attributed to participants gualified to be participants in prior plans sponsaored by
the members of the Company.

The following is a breakdown of postretirement benefits for the years ended December 31, 2007, 2006 and 2005:

2007 2006 2005
Benefit cost $1,005,842 1,044,059 691,088
Emplover and employee cantributions 237,065 212,469 121,389
Benefits paid 206,263 185,910 105,997

The weighted average assumptions used to determine the bensfit obligation as of December 31, 2007 and 2006 are
as follows:

2007 2006
Discount rate 6.00% 6.00%

The weighted average assumptions used to determine the net benefit cost for the years ended December 31, 2007,
2006 and 2005 are as follows;

2007 2006 2005
Discount rate 6,00% 575% 6.00%

The Company determinss the discount rate based on Moody's Aa bonds.

Healthcare cost trend rates for 2007 were increased to 9%, decreasing yearly by 1% to 5% in 2012. A 1% increase
in the assumed healthcare cost trend would increase the benefit cost by $123,841 and the benefit obligation by
$1,152,458. A 1% decrease in the assumed healthcare cost trend would reduce the benefit cost by $98,575 and the
benefit obligation by $935,602,

Cash Flows
The Company expects to make benefit payments of approximately $192,000 to the Postretirement Plan in 2008.

The following bensfit payments, which reflect expected future services, as appropriate, are expected to be paid by
the Postretirement Plan;

2008 $ 192,383
2009 220,230
2010 245,992
2011 273,675
202 310,227
2013-2017 1,968,620

(9) RELATED-PARTY TRANSACTIONS

The Company’s revenues are derived primarily from time charter hire revenues received from BP Qil. For the years
ended December 31, 2007, 2006 and 2005, BP Qil billed the Company approximately $10,981,000, $461,000 and
$6,496,000, respectively, for bunker fuel and $1,091,000, $236,000 and $558,000, respectively, for technical and
engineering services, consumable lube products, vetting inspections, and lay-up services.

The Company received accounting and administrative support from Keystone Shipping (KS), an affiliate of Keystone
through September 30, 2006. KS charged the Company, on a monthly basis, for the services provided at
agreed-upon billing rates. For the years ended December 31, 2007, 2006 and 2005, KS billed the Company
approximately $14,000, $387,000 and $448,000, respectively, for services provided.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FiNANCIAL
DISCLOSURE

None

ITEM 9A(T). CONTROLS AND PROCEDURES
(a) Evaluation of disclosure controls and procedures

As of the end of the period covered by this Annual Report on Form 10-K, an evaluation was performed under the
supervision and with the participation of the Partnership’s management, including the Chief Executive Officer {(“CEO")
and Chief Financial Officer (“CFO”), of the effectiveness of the design and operation of the Partnership's disctosure
controls and procedures pursuant to Rules 13a-15(¢) and 15d-15(g) under the Securities Exchange Act of 1934 (the
“Exchange Act”). Based on that evaluation, the Partnership’s management, including the CEO and CFO, concluded
that the Partnership’s current disclosure controls and procedures are effective to ensure that information required to
be disclosed by the Partnership in the reports the Partnership’s files or submits under the Exchange Act is

{i) recorded, processed, summarized and reported, within the time periods specified in the Securities and Exchange
Commission’s rules and forms and {ii) accumulated and communicated to the Partnership’s management, including
the CEOQ and CFO, as appropriate to allow timely decisions regarding required disclosure. This Annual Report does
not include a report of management’s assessment regarding internal control over financia! reporting or an attestation
report of the Partnership’s registered public accounting firm due to a transition period established by rules of the
Securities and Exchange Commission for newly public companies.

(b) Changes in internal control over financial reporting

There have been no material changes in the Partnership’s internal controls or in other factors that could materially
affect these controls during the period covered by this Annual Report.

ITEM 9B. OTHER INFORMATION

None
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PART It

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

OSG America LLC, as the general partner of OSG America L.P, manages our operations and activities. Unitholders
are not entitled to elect the directors of our general partner or directly or indirectly participate in our management or
operation.

Because we are a limited partnership, the listing standards of the New York Stock Exchange do not require our
general partner to have a majority of independent directors or a nominating/corporate governance or compensation
committee.

We are managed and operated by the directors and officers of our general partner. All of our operating personnel are
employees of an affiliate of our general partner. The President of our general partner, Jonathan P. Whitworth, allocates
his time between managing our business and affairs and the business and affairs of OSG. Mr. Whitworth is a Senior
Vice President of OSG. The amount of time Mr. Whitworth allocates between our business and the businesses of
OSG varies from time to time depending on various circumstances and needs of the businesses, such as the relative
levels of strategic activities of the businesses.

Officers of our general partner and those individuals providing services to us or our subsidiaries may face a conflict
regarding the allocation of their time between our business and the other business interests of OSG. Qur general
partner intends to seek to cause its officers to devote as much time to the management of our business and affairs
as is necessary for the proper conduct of our business and affairs.

The following table provides information regarding the directors and executive officers of our general pariner.
Directors are elacted for one-year terms.

Name Age Position

Morten Arntzen 52  Chairman of the Board

Jonathan P. Whitworth 41 President, Chief Executive Officer and Director
Myles R. Itkin 60  Chief Financial Officer and Director

Robert E. Johnston 60  Director

Kathleen C. Haines 53  Director

James G. Dolphin 40  Director

Steven T. Benz 56  Director

Morten Arntzen is Chairman of the Board of Directors of our general partner and has served as such since the
inception of our general partner in May 2007. Mr, Arntzen has also served as President, Chief Executive Officer and a
Director of OSG since January 2004. Prior to joining OSG, Mr. Arntzen was employed in various capacities by
American Marine Advisors, Inc. (AMA), a U.S, based merchant banking firm specializing in the maritime industry, from
1997 to 2004, most recently serving as Chief Executive Officer.

Jonathan P. Whitworth is President, Chief Executive Officer and a Director of our genera! partner and has served as
such since the inception of our general partner in May 2007. Mr. Whitworth has afso served as Senior Vice President
and Head of U.S. Flag Strategic Business Unit of OSG since November 2008, which he joined in connection with
OSG's acquisition of Maritrans Inc. Prior to joining OSG, Mr. Whitworth served as President and Chief Executive
Officer of Maritrans Inc. from May 2004. Prior to joining Maritrans Inc., Mr. Whitworth served from 2000 to May 2004
as Managing Director of Teekay Shipping (USA), Inc., with responsibility for business development, customer relations
and sales for North and South America. Mr. Whitworth holds a Chief Officer’s license from the U.S. Coast Guard and
sailed on U.S. flag tankers in the international trade before starting his shoreside career.

Myles R. itkin is Chief Financial Officer and a Director of our genera! partner and has served as such since the
inception of our general partner in May 2007. Mr. Itkin has also served since 2006 as Executive Vice President of
0OSG (Senior Vice President from 1995 through 2006} and since 1995 as Chief Financial Officer and Treasurer of OSG.

93 OSG America L.P.




Robert E. Johnston is a Director of our general partner and has served as such since the inception of our general
partrier in May 2007, Mr. Johnston has also served since September 2005 as Senior Vice President and Head of
Shipping Operations of OSG, with responsibility for all technical management of OSG’s international flag and U.S,
flag fleets. Prior to that, Capt. Johnston served as Senior Vice President and Chief Commercial Officer of OSG since
October 1998,

Kathleen C. Haines is a Director and chairs our audit committee and serves on our conflicts committee and our
corporate governance committees, Ms. Haines currently serves as Chief Executive Officer of the transition company
created following the sale of OMI Corperation (OMI), a $2.2 billion (assets) U.S.-based international shipping
company. During her 18 year tenure at OMI, Ms. Haines served as Senior Vice President, Chief Financial Officer and
Treasurer since August 2000.

James G. Dolphin is a Director and chairs our conflicts committee and serves on our corporate governance
committee and audit committee. Mr. Dolphin is Managing Director and President of AMA Capital Partners LLC (AMA),
a New York based boutigue merchant bank focused on the transportation industry. Mr. Dolphin concentrates on
mergers and acquisitions and strategic advisory work at AMA and also serves on the investment committees of the
firm’s private equity funds. He was involved in the creation of Oceania Cruises and served on its board, audit
committee and executive committee for four years until its sale to the private equity firm Apollo. Prior to jcining AMA,
Mr. Dolphin was a Principal in the management consulting firm Booz Allen Hamilton, leading the global maritime
practice.

Steven T. Benz is a Director and chairs our corporate governance committee and serves on our conflicts committee
and audit committee. Mr. Benz is Chief Executive Officer and President of Marine Spill Response Corporation {(MSRC)
a $450 million (assets) not-for-profit environmental company dedicated to the cleanup of petroleurn and chemical
spills by marine transportation companies and has served in that capacity for more than five years.

Meetings and Committees of the Board of Directors

Meetings
0OSG America LLC's board of directors (“BOD") did not meet during fiscal 2007. During fiscal 2007, one Audit
Committee meeting was held and attended by afl Committee members.

Audit Committee

0SG America LLC has a standing Audit Committee consisting of Ms. Haines {Chairman) and Messrs. Benz and
Dolphin. The Audit Committee met once in 2007. During a full year of operations, the Audit Committee is required to
meet four times annually. The members of the Audit Committee must be independent. The board of directots of OSG
America LLC has determined that all members of the Audit Committee are independent within the meaning of the
listing standards of the New York Stock Exchange and the applicable rules of the Securities and Exchange
Commission. In addition, the board of directors of OSG America LLC has determined that all members of the Audit
Committee are financially literate and that Ms. Haines is an audit committes financlal expert within the meaning of the
rules of the Securities and Exchange Commission. The members of the Audit Committee are appointed annually by
the BOD. :

The BOD has adopted a formal charter under which the Audit Committee operates. The charter governs the duties,
responsibilities and conduct of the Audit Committee.

The primary responsibilities of the Audit Committee are to assist the BOD in overseeing {1) the quality and integrity of,
our financial statements and the financial reporting process, {2) compliance with legal and regulatory requirements,

(3) the gualifications, independence and performance of our independent registered public accounting firm, and

{4) the effectiveness of our internal audit function and adequacy of our internal controls. The Audit Committee has the
sole authority to appoint, retain and terminate our independent registered public accounting firm, which reports
directly to the Audit Committee. . .

The Audit Committee has established procedures for the receipt, retention and treatment of complaints we receive
regarding accounting, internal accounting controls or auditing matters and the confidential, anonymous submission by
our employees of concerns regarding questionable accounting or auditing matters.
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Corporate Governance Committee

OSG America LLC has a standing Corporate Governance Committee consisting of Messrs, Benz (Chairman) and
Dolphin and Ms. Haines. The Corporate Governance Committee did not meet in 2007 and is not required to meet
annually.

The BOD has adopted a formal charter under which the Corporate Governance Commitiee operates. The charter
governs the duties, responsibilities and conduct of the Corporate Governance Committes.

The Corporate Governance Cornmittee, among other tasks, (1) makes recommendations to the BOD as to the size of
the BOD and the composition of its committees, (2) oversees the evaluation of the BOD and its committees,

(3} develops, recommends to the BOD, reviews and updates the corporate governance principles, policies and
practices and independence standards and monitors compliance, (4) oversees director compensation and administers
the OSG America L.P. 2007 Omnibus Incentive Compensation Pilan, and (5) shapes the corporate governance of the
Partnership. .

Conflicts Cornmittee
O8G America LLC has a standing Conflicts Committee consisting of Messrs. Dolphin (Chairman) and Benz and
Ms. Haines. The Conflicts Committee did not meet in 2007 and is not required to meet annually.

The BOD has adopted a formal charter under which the Conflicts Committee operates. The charter governé the
duties, responsibilities and conduct of the Conflicts Committee.

The Conflicts Committee reviews specific matters that the BOD believes may involve conflicts of Interest and takes
such other action as may be required under the terms of our partnership agreement.

Director Independence
For information on director independence, please read “ltem 13. Certain Relationships and Related Transactions, and
Director Independence.” ’

Policies and Procedures for Approval of Related Person Transactions
The Confiicts Committee is responsible for reviewing and approving any related person transaction.

Code of Business Conduct and Ethics

The BOD has adopted a code of business conduct and ethics which is an extension of the Code of Business
Conduct and Ethics of our affiliate, Overseas Shipholding Group Inc. (“OSG" for all employees, officers and directors
of OSP and alf employees of OSG and its affiliates who provide services to OSP. If any amendments are made to the
code or if OSG America LLC grants any waiver, including any implicit waiver, from a provision of the code that the
SEC or the New York Stock Exchange (“NYSE") reguires us to disclose, we will disclose the nature of such
amendment or waiver on our website or in @ current report on Form 8-K.

Corporate Governance Guidelines
The BOD has adopted corporate governance guidelines in accordance with the rules of the New York Stock
Exchange.

Availability of Corporate Governance Documents

Copies of the board committee charters, code of business conduct and ethics and corporate governance guidelines
are available, without charge, on our website at www.osgamerica.com and in print, free of charge, upon written
request to the Investor Relations, OSG America L.P., Two Harbour Place, 302 Knights Run Avenue, Suite 1200,
Tampa, FL 33602. .

Executive Sessions of the Board of Directors

Messrs. Benz and Dolphin and Ms. MHaines, who are non-management directors of OSG America |LC, meet at
regularly scheduled executive sessions without management. These meetings are chaired by a lead director.

100 08G America L.P.




Communications with Independent Directors
Persons wishing to communicate with our non-management directors may do so by writing to them at OSG
America L.P,, c/o Board of Directors, Two Harbour Place, 302 Knights Run Avenue, Suite 1200, Tampa, FL 33602,

Reimbursement of Expenses of Our General Partner

Our general partner does not receive any management fee or other compensation for managing us. Cur general
partner and its other affiliates are reimbursed for expenses incurred on our behalf. These expenses include all
expenses necessary or appropriate for the conduct of our business and allocable to us, as determined by our general

partner.

Section 16{a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires our officers and directors, and persons who own more
than 10% of a registered class of our equity securities, to file reports of beneficial ownership and changes in
beneficial ownership with the SEC. Officers, directors and greater than 10% unitholders are required by SEC
regulations to furnish us with copies of all Section 16(a) forms.

Based solely on our review of the copies of such forms we received, or representations from certain reporting
persons that no Form 4s were required for those persons, we believe that during the fiscal year ended December 31,
2007, all of our officers, directors, and greater than 10% beneficial owners complied on a timely basis with all
applicable filing requirements under Section 16(a) of the Securities Exchange Act of 1934,
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REPORT OF THE AUDIT COMMITTEE FOR FISCAL YEAR 2007

Management has primary responsibility for maintaining effective internal control over financial reporting, for assessing
the effectiveness of internal control over financial reporting and for preparation of the consolidated financial
statements of the Partnership. The Partnership's independent registered public accounting firm is responsible for
performing an independent audit of the Partnership’s consolidated financial statements in accordance with auditing
standards generally accepted in the United States. The Audit Committee's responsibility is to monitor and oversee
this process on behalf of the Board of Directors. The Board has adopted a written Audit Committee Charter which is
posted on the Partnership’s website at www.osgamerica.com.

In fulfiling its oversight responsibilities, the Audit Committee has met and held discussions with management and the
Parinership’s independent registered public accounting firm concerning the quality of the accounting principles, the
reasonableness of significant judgments and the adequacy of disclosures in the financial statements. Management
represented to the Audit Committee that the Partnership’s consalidated financial statements were prepared in
accordance with accounting principles generally accepted in the United States. The Audit Committee reviewed and
discussed the consclidated financial statements with management and the Partnership’s independent registered
public accounting firm. The Audit Committee further discussed with the Partnership’s independent registered public
accounting firm the matters required to be discussed by Statement on Auditing Standards No. 61 (Communications
with Audit Committees), as amended. The Audit Committee met once during 2007. The members of the Audit
Committee are considered to be independent because they satisfy the independent requirements for Board of
Directors members prescribed by the NYSE listing standards and Rule 10A-3 under the 1934 Act.

The Partnership’s independent registered public accounting firm also provided to the Audit Committee the written
disclosures and letter required by Independence Standards Board Standard No. 1 (Independence Discussions with
Audit Committees), as amended, and the Audit Committee discussed with the independent registered public
accounting firm their independence and considered the compatibility of nonaudit services with the registered public
accounting firm’s independence.

Based upon the Audit Committee’s discussions with management and the Partnership’s independent registered
public accounting firm, the Audit Committea's review of the representations of management, the certifications of the
Partnership’s chief executive officer and chief financial officer which are required by the Securities and Exchange
Commission and the Sarbanes-Oxley Act of 2002, and the report and letter of the independent registered public
accounting firm provided to the Audit Committee, the Audit Committee recommended to the Board of Directors (and
the Board of Directors approved) that the audited consolidated financial statements referred to above be included in
the Partnership’s Annual Report on Form 10-K for the year ended December 31, 2007 for filing with the SEC. The
Audit Committee has also approved the selection of Ernst & Young LLP as the Partnership’s independent registered
public accounting firm for 2008.

Audit Committee:

Kathleen C. Haines, Chairman
Steven T. Benz
James G. Dolphin
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ITEM 11. EXECUTIVE COMPENSATION

Executive Compensation

We and our general partner were formed in May 2007, Because our Chairman, Mr. Arntzen, our President and Chief
Executive Officer, Mr. Whitworth and our Chief Financial Officer, Mr. Itkin, are employees of OSG their compensation
is set and paid by OSG and we reimburse OSG for time they spend on partnership matters. Cfficers and employees
of our general partner or its affiliates participate in employee benefit plans and arrangements sponsored by OSG, our
general partner, or their affiliates, including plans that may be established in the future.

Compensation of Directors

Officers of our general partner or OSG who also serve as directors of our general partner do not receive additional
compensation for their service as directors. Each non-management director receives compensation for attending
meetings of the board of directors, as well as committes meetings. Non-management directors receive a director fee
of $30,000 per year as well as a grant of 750 common units, which vest ratably over three years. Members of the
audit, conflicts and corporate governance committees each receive a committee fee of $5,000 per year per
committee, and the chair of each of these committees receives an additional fee of $5,000 per year for serving in that
role. In addition, each director is reimbursed for out-of-pocket expenses in connection with attending meetings of the
board of directors or committees. Each director is fully indemnified by us for actions associated with being a director.

The following table sets forth a summary of the compensation paid to non-employee directors in 2007:

Fees Earned or Unit
Paid in Cash Awards Total
Name i i3] ]
Steven T. Benz $7,065 $607 $7.672
James G. Dolphin $7,065 $607 $7.672
Kathleen C. Haines $7,065 $607 $7.672

(1) Consists of annual Board fees, Board Chairman and committee fees and meeting fees.

{2) Unit awards represent the dollar amount recognized for financial statement reporting purposes with respect to 2007 for the fair value of
restricted units granted in 2007 in accordance with SFAS 123R. Fair value of unit awards is calculated as the Partnership’s initial public
offering price.

Long Term Incentive Plan

In 2007, the board of directors of our general partner adopted the OSG America L.P. 2007 Omnibus Incentive
Compensation Plan {the “Plan”), pursuant to which directors, officers, employees and consultants of ours and our
affiliates, including OSG and our general partner, who perform services for us are eligible to receive awards based on,
or related to, our common units (“units”).

The Plan is administered by the board of directors of our general partner {the “Board™), who also interprets the Plan
and establishes rules and regulations for its administration. The Board may designate a committee thereof to
administer the Plan and to establish rules and regulations for its administration. The Plan limits the aggregate number
of units that may be delivered pursuant to awards to 250,000 units.

The Plan permits the grant of various types of awards as determined by the Board in its sole discration, including
options, unit appreciation rights, restricted units, restricted unit awards, performance units, cash incentive awards and
any other equity-based or equity-related awards. The Board has full power and authority to determine when and to
whom awards will be granted and the amount, form of payment and other terms and conditions of each award,
consistent with the terms of the Plan. Awards may vary between individuals, between classes of individuals, by year
or on any other basis the Board determines to be appropriate. Awards may be granted in tandem with other awards,
and will be evidenced by specific award agreements. The Board may amend or waive the terms and conditions, or
accelerate exercisability, of any outstanding award, except that any amendment or waiver that would materially and
adversely impair the rights of any holder of an outstanding award will require the consent of the holder,

Under the Plan, the Board is permitted and authorized to make awards that are denominated or payable in, valued by
reference to, or otherwise based on or related to our units, including the following:

Unit Options—The holders of an option are entitled to purchase a number of units in the future at a specified
exercise price per unit (which will not be less than the fair market value of a unit on the date of grant of the option,
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unless otherwise provided) in such a manner and subject to such terms and conditions as shall be determined by the
Board. The units subject to each option generally vest in one or more installments over a specified period of service
measured from the grant date of the option. Except as otherwise provided by the award agreement, options vest with
respect to one-third of the units on each of the first three anniversaries of the date of grant. Options will not be
exercisable after the tenth anniversary of the date of grant.

Unit Appreciation Rights—A unit appreciation right is an award that, upon exercise, entitles the holder to receive all
ar part of the excess of the fair market value of a unit on the exercise date over the exercise price established for the
unit appreciation right. The exercise price per unit of unit appreciation right will not be less than the fair market value
of a unit on the date of grant of the unit appreciation right, unless otherwise provided. Such excess may be paid in
units, cash, other property or a combination thereof, as determined by the Board in its discretion. Unit appreciation
rights vest and become exercisable in accordance with a vesting schedule established by the Board.

Restricted Units and RUAs—A restricted unit is a unit that vests over a period of time and that during such time is
subject to forfeiture. An RUA represents an unfunded and unsecured promise to deliver units, cash, other property or
a combination thereof in accordance with the terms of the applicable award agreement. In general, restricted units
and RUAs may not be sold, assigned, transferred, pledged or otherwise encumbered. The Board determines the
period over which restricted units (and distributions related to such restricted units) and RUAs granted to eligible
persons will vest and may, for example, base its determination upon the achievement of specified financial
objectives.

Performance Units—Performance units give participants the right to receive payments in units, cash, other property
or a combination thereof based solely upon the achievement of certain performance goals during a specified
performance period. Subject to the terms of the Plan, the performance goals to be achieved during any performance
period, the length of any performance period, the amount of any performance award granted, the amount of any
payment or transfer to be made pursuant to any performance award and any other terms and conditions of any
performance award is determined by the Board.

Unit Grants—Units may be granted that vest in the grantee immediately upon issuance, subject to any terms and
conditions as may be determined by the Board and any limitations under the Plan.

Cash Incentive Awards—A cash incentive award is an award payable to a participant in cash upon the attainment of
performance goals established by the Board.

Subject to any applicable law, government regulation and the rules of the New York Stock Exchange, the Board has
the right at any time to amend, modify or terminate the Plan, or any part of the Plan, from time to time, without
unitholder approval; provided, however, that unitholder approval shall be required for any amendment that would,
subject to certain exceptions:

¢ increase the maximum number of units for which awards may be granted under the Plan;

* decrease the exercise price of any option or unit appreciation right that, at the time of such decrease, has an
axercise price that is greater than the then current fair market value of a unit or cancel, in exchange for cash or
any other award, any such award; or

» change the class of employees or other individuals eligible to participate in the Plan.

No madification, amendment or termination of the Plan may be made that would materially and adversely affect the
rights of any participant that has been granted awards under the Plan, without the consent of such participant,
unless otherwise provided by the Board in the applicable award agreement.

In addition, the Board may at any time amend or terminate any outstanding award without approval of a participant;
provided, however, that no such amendment or termination may be made that would materially and adversely impair
the rights of any participant or holder of any award, without the consent of the participant or holder.

Any units subject to any award that expires or is terminated, cancelled or forfeited without the delivery of units will be
available for future awards under the Plan. The units issuable under the Plan may be units issued by us, acquired by
us on the open market, acquired by us from any other person, or a combination of the foregeoing.

The Board may make adjustments in the terms and conditions of, and the criteria included in, awards in recognition
of unusual or non-recurring events affecting us or our affiliates. In addition, unless otherwise provided for in the
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applicable award agreement, In the event of a change of control (unless provision is made in connection with the
change of control for the assumption or substitution of outstanding awards), all outstanding awards shall immediately
vest and be deemed exercisable and all restrictions shall lapse as of immediately prior to such change of control. The
acceleration of vesting in the event of a change in control may be seen as an anti-takeover provision and may have
the effect of discouraging a merger proposal, a takeover attempt or other efforts to gain contro! of us.

Unless earlier discontinued or terminated by the Board, the Plan will expire on the tenth anniversary of its date of
adoption. No awards may be made after that date. However, unless otherwise expressly provided in an applicabte -
award agreement, any award granted under the Plan prior to expiration may extend beyond the end of such period
through the award's normal expiration date.

Our executive officers did not receive long-term incentive plan rewards in 2007.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
SECURITYHOLDER MATTERS

The following table sets forth the beneficial ownership of units of OSG America Partners L.P. as of February 28, 2008
held by beneficial owners of 5% or more of the units, by each of the directors and executive officers of our general
partner, and by alt directors and executive officers of our general partner as a group. The address for all beneficial
owners is 666 Third Avenue, 5th Floor, New York, New York 10017, except for Mr. Whitworth, whose address is Two
Harbour Place, 302 Knights Run Avenue, Suite 1200, Tampa, Florida 33602.

% of

Total

Common

% of % of and

Common Common Subordinated Subordinated Subordinated

Name of Beneficial Owner Units Units Units Units Units

Overseas Shipholding Group, Inc. (1)2) 7,500,000 50.0 15,000,000 100.0 75.0%

Morten Arntzen 0 * 0 * *

Jonathan P. Whitworth 13,000 - 0 * *

Myles R. Itkin 0 * 0 * *

Robert E. Johnston 10,000 * 0 * *

Kathleen C. Haines 750 * 0 * *

James G. Dolphin 750 * 0] " *

Steven T. Benz 8,150 * 0 - "
All executive officers, directors and director

nominees as a group (7 persons) (3) 32,650 * 0 . *

. Less than 1%

(1} Overseas Shipholding Group, inc., or OSG, is the ultimate parent company of OSG Bulk Ships, inc., OSGAMLP One Percent Interest
Corporation and OSG Ship Management, Inc. and therefore may be deemed to beneficially own the 7,500,000 common units and
15,000,000 subordinated units, In aggregate, held by OSG Bulk Ships, Inc., OSGAMLP One Percent Interest Corporation and OSG Ship
Management, Inc,

(2) Excludes the 2% general partner interest held by our general partner, a wholly owned subsidiary of OSG.

{3 Excludes units owned by OSG, on the board of which serves a director of our general partner,-Morten Arntzen. In addition Jonathan P.
Whitworth, our general partner’s Chief Executive Officer, President and a Director, is OSG's Senior Vice President and Head of U.S. Flag
Strategic Business Unit, Myles R. itkin, our general partner's Chief Financial Officer and a Director, Is OSG's Executive Vice President,
Chief Financial Officer and Treasurer and Raobert E. Johnston, a Director of our general partner, is Senior Vice President and Head of
Shipping Operations of OSG.
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The following table sets forth, as of February 28, 2008, the number of shares of common stock of OSG, the ultimate
parent company of our general partner, owned by each of the directors and executive officers of our general partner
and all directors and executive officers of our general partner as a group.

Shares of % of
Name of Beneficial Owner Common Stock  Common Stock
Morten Arntzen (1} 368,557 1%
Jonathan P. Whitworth (2) - 12,538 *
Myles R. ltkin (3) 47,286 *
Robert E. Johnston {4) 42,869 -
Kathleen C. Haines .0 i
James G. Dolphin 0 -
Steven T. Benz 0 "
Ali executive officers, directors and director nominees as a group (7 persons) 471,250 *

‘ Less than 1%

(1) Includes 244,833 shares of commaon stock issuable upon exercise of stock options,
(2) Includes 4,823 shares of common stock issuable upon the exercise of stock options.
{3) Includes 26,823 shares of common stock issuable upon the exercise of stock options.

(4} Includes 21,723 shares of common stock issuable upon the exercise of stock options.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

OSG, the owner of our general partner, owns 7,500,000 common units and 15,000,000 subordinated units,
representing a 73.5% limited partner interest in us. In addition, our general partner, a wholly owned subsidiary of
OSG, owns a 2% general partner interest in us and all of the incentive distribution rights.

Distributions and Payments to our General Partner and Its Affiliates

We generally distribute 98% to unitholders (including OSG, the owner of our general partner and the holder of
7,500,000 commeon units and 15,000,000 subordinated units) and make the remaining 2% to our general partner. If
distributions exceed the $0.375 per unit minimum quarterly distribution and other higher target levels, our general
partner, as the holder of the incentive distribution rights, is entitled to increasing percentages of the distributions, up
to 50% of the distributions above the highest target level. We refer to the rights to the increasing distribution as
“incentive distribution rights”. Please read “Cash Distribution Policy—Incentive Distribution Rights” in ltem 5 of this
report. Assuming we have sufficient available cash to pay the full minimum quarterly distribution on all of our
outstanding units for four quarters, but no distributions in excess of the full minimum quarterly distribution, our
general partner would receive an annual distribution of approximately $0.9 million on its 2% general partner interest
and OSG would receive an annual distribution of approximately $33.8 million on its common units and subordinated
units.

Our general partner does not receive a management fee or other compensation for the management of our
partnership. Our general partner and its other affiliates are entitled to reimbursement for all direct and indirect
expenses they incur on cur behalf. tn addition, we and certain of cur operating subsidiaries (and any of our future
operating subsidiaries may) pay fees to certain subsidiaries of OSG for strategic consulting, advisory, ship
management, technical and administrative services. Our general partner will determine the amount of these
reimbursable expenses and will negotiate these fees. These reimbursed expenses totaled approximately $2.9 million
for the year ended December 31, 2007,

If our general partner withdraws or is removed, its general partner interest and its incentive distribution rights will
¢ither be sold to the new general pariner for cash or converted into common units, in each case for an amount equat
to the fair market value of those interests.

Upon our liquidation, the partners, including our general partner, will be entitled to receive liquidating distributions
according to their respective capital account balances.
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Omnibus Agreement
Upon the completion of our initial public offering, we entered into an omnibus agreement with OSG and our general
partner. The following discussion describes provisions of the omnibus agreement.

Noncompetition

Under the omnibus agreement, OSG agrees, and will cause its controlled affiliates {other than us, our general partner
and our subsidiaries) to agree, not to engage in or acquire or invest in any business that provides marine
transportation, distribution and logistics services in connection with the transportation of crude oil and refined
petroleum products by water between points in the United States to which the U.S. coastwise laws apply, to the
extent such business generates qualifying income for federal income tax purposes. This restriction will not prevent
0SG or any of its controlled affiliates {other than us and our subsidiaries) from:

» engaging in, or acquiring or investing in any business with the approval of the conflicts committee of our general
partner,

» continuing any business conducted by OSG or any of its subsidiaries at the time of completion of our initial public
offering;

« owning, operating or chartering any Jones Act product carriers and barges acquired if OSG has first offered us the
opportunity to acquire such Jones Act product carriers and barges and related charters, subject to negotiation of a
purchase price, and our general partner, with the approval of the conflicts committee, has elected not to acquire
such Jones Act product carriers and barges;

» entering into any arrangement for the construction of newbuild Jones Act product carriers and barges and
chartering such newbuild Jones Act product carriers and barges to a third party not affiliated with OSG and, upon
delivery of any such Jones Act tank vessel, owning, operating or chartering such Jones Act tank vessel. However,
at least 180 days prior to the scheduled delivery date of any such Jones Act tank vessel, O5G must offer to
transfer such Jones Act tank vessel and related charters to us, subject to negotiation of a purchase price;

« owning, operating or chartering any Jones Act product carriers and barges that relate to a bid or award for a
proposed Jones Act project that OSG or any of its subsidiaries has submitted or hereafter submits or receives.
However, at least 180 days prior to the scheduled delivery date of any such Jones Act product carrier and/or
barge, OSG must offer to transfer such Jones Act product carrier and/or barge and related charters to us, subject
to negotiation of a purchase price;

« owning, operating or chartering Jones Act product carriers and barges subject to the offers to us described in the
immediately preceding three paragraphs pending our general partner’s determination whether to accept such offers
and pending the closing of any offers we accept;

= acquiring, operating or chartering Jones Act product carriers and barges and related charters if our general partner
has previously advised OSG that the board of directors of our general partner has elected, with the approval of its
conflicts committee, not to cause us or our subsidiaries to acquire or operate such Jones Act preduct carriers and
barges and related charters;

« providing ship management services for Jones Act product carriers and barges; or

« acquiring up to a 9.9% equity ownership, voting or profit participation interest in any publicly-traded company that
engages in, acquires or invests in any business that owns, operates or charters Jones Act product carriers and
barges.

If OSG or any of its controlled affiliates (other than us or our subsidiaries) owns, operates or charters Jones Act
product carriers and barges pursuant to any of the exceptions described above, it may not subsequently expand that
portion of its business other than pursuant to those exceptions.

If OSG or its affiliates no longer control our general partner or there is a change of control of OSG, our general
partner or OSG, respectively, may terminate the noncompetition provisions of the omnibus agreement.
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Options to Acquire Additional Jones Act Vessels

Under the omnibus agreement, OSG granted to us options to purchase up to six newbuild articulated tug barges
{*ATBs”) scheduled for delivery from Bender betwsen late 2008 and late 2010 and to acquire from OSG the right to
bareboat charter up to two newbuild product carriers and up to two newbuild shuttle tankers from Aker, scheduled
for delivery between late 2009 and early 2011. The options with respect to the purchase of ATBs and the rights to
bareboat charter newbuild product carriers will be exercisable prior to the first anniversary of the delivery of each
vessel. The exercise of any of the options will be subject to the negotiation of the terms and conditions of transfer
and the purchase price.

The purchase price would be determined according to a process in which, within 45 days after our notification that
we wish to exercise the option, OSG would propose to our general partner the terms on which it would be willing to
transfer the relevant vessel(s) to us. Within 45 days after receiving OSG's proposed terms, we would propose a
purchase price, which may be any combination of cash and outstanding partnership units for the vessel{s). If we and
O3G cannot agree on a purchase price after negotiating in good faith for 50 days, then we and OSG will negotiate in
good faith for a further 10-day period to agree on a cash-only purchase price for the vessel(s). If we and OSG cannot
agree on a cash only purchase price after negotiating in good faith for 10 days, OSG would have the right to seek an
alternative purchaser willing to pay at least 101% of the purchase price we proposed. If an alternative transaction on
such terms has not been consummated within six months, we would have the right for 45 days to purchase the
vessel(s) at the price we criginally proposed.

To fund the exercise of an option, we would be required to use cash from operations, incur borrowings or raise
capital through the sale of debt or additional equity securities. Our ability to obtain bank financing or to access the
capital markets for future offerings may be limited by our financial condition at the time of any such financing or
offering, as well as by adverse market conditions. Incurring additional debt may significantly increase our interest
expense and financial leverage and issuing additional equity securities may result in significant unitholder dilution and
would increase the aggregate amount of cash required to meet our minimum quarterly distribution to unitholders.

Rights of First Offer on Jones Act Vessels

Under the omnibus agreement, we granted to OSG a right of first offer on any proposed sale, transfer or other
disposition of any of our Jones Act product carriers and barges owned, operated or chartered by us or any of our
subsidiaries, whether or not such vessels were acquired pursuant to the terms of the omnibus agreement or
otherwise. Likewise, OSG agreed to grant a similar right of first offer to us for any Jones Act product carriers and
barges it or its subsidiaries (other than us or our subsidiaries) might own from time to time. These rights of first offer
will not apply to a sale, transfer or other disposition of vessels between any affiliated subsidiaries, or pursuant to the
terms of any charter or other agreement with a charter party.

Prior to engaging in any negotiation regarding any vessel disposition we or OSG, as the case may be, will deliver a
written notice to the other party setting forth the materlal terms and conditions of the proposed transaction. During
the 60-day period after the delivery of such notice, we and OSG will negotiate in good faith to reach an agreement
on the transaction. If we do not reach an agreement within such 60-day period, we or OSG, as the case may be, will
be able within the next 180 days to sell, transfer or dispose of the vessel to a third party (or to agree in writing to
undertake such transaction with a third party) on terms generally no less favorable to us or OSG, as the case may
be, than those offered pursuant to the written notice. '

If OSG or its affiliates no longer control our general partner or there is a change of control of OSG, our general
partner or OSG, respectively, may terminate these rights of first offer provisions of the omnibus agreement.

Indernnification

Under the omnibus agreement, OSG indemnifies us for a period of five years after our initial public offering against
certain environmental and toxic tort liabilities to the extent arising prior to the completion date of our initial public
offering and relating to our assets and liabilities as of the completion of our initial public offering. Liabilities resuiting
from a change in law after the completion of this offering are excluded from the environmental indemnity.

OSG will also indemnify us for liabilities related to certain:

» defects in title to the assets contributed to us and any failure to obtain certain consents and permits necessary to
conduct cur business, which liabilities arise within three years after our initial public offering; and
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¢ income tax liabilities attributable to the operation of the assets contributed to us prior to the time that they were
contributed.

There is an aggregate cap of $10 million on the amount of indemnity coverage provided by OSG for environmental
and toxic tort liabilities. With certain limited exceptions, no claim may be made under the environmental indemnity
unless the aggregate dollar amount of all claims exceeds $500,000, in which case OSG is liable for claims only to the
extent such aggregate amount exceeds $500,000.

Amendments ] .

The omnibus agreement may not be amended without the prior approval of the conflicts committee of the board of
directors of our general partner if the proposed amendment will, in the reasonable discretion of our general partner,
adversely affect holders of our common units.

Management Agreement

We entered into a management agreement with OSG Ship Management, Inc. (“OSGM™), pursuant to which OSGM
will provide certain commercial and technical management services to us in respect of the vessels in our fleet. In the
event that we purchase or bareboat charter additional vessels, OSGM will also extend the commercial and technical
managermnent services provided pursuant to the management agreement to those additional vessels. These services
will be provided in a commercially reasonable manner in accordance with customary ship management practice and
under our direction. OSGM will provide these services to us directly but may subcontract for certain of these services
with other entities, including other OSG subsidiaries.

The management services will include, among other things:

* the commercial and technical management of the vessel: managing day-to-day vessel operations including
negotiating, executing and administering charters and other contracts with respect to employment of the vessels,
monitoring payments thereunder, ensuring regulatory compliance, arranging for the vetting of vessels, providing
competent personnel to supervise the maintenance and general efficiency of the vessels, arranging and supervising
drydockings, repairs, alterations and the upkeep of the vessels to the required standards, arranging the supply of
necessary stores, spares, water, lubricating oils and greases, procuring and arranging for port entrance, clearance
and agency services, appointing counsel and handling and negotiating the seftlement of all claims in connection
with the operation of each vesse!, appointing adjusters and surveyors‘ and technical consultants as necessary,
issuing voyage instructions and providing technical support,

+ vessel maintenance and crewing: incldding supervising the maintenance and general efficiency of vessels, and
ensuring the vessels are in seaworthy and good operating condition, selecting and engaging qualified officers and
crew, ensuring compliance with the law of the vessels’ flag regarding crew manning levels, qualifications and
certifications arranging for all training, transportation, board and lodging of the crew and negotiating the setilement
and payment of all wages,

* purchasing and insurance: purchasing stores, supplies ‘and parts for vessels and arranging insurance for vessels
(including marine hull and machinery insurance, protection and indemnity insurance and war risk and oil pollution
insurance).

We pay a fee to OSGM for such services that represent the reimbursement of the reascnable cost of any direct and
indirect expenses it incurs in providing such services, plus an amount equal to four percent of the payroll cost of all
the crew who serve on the vessels that are subject to the management agreement.

Under the nianagement agreement, neither we nor OSGM is liable for failure to perform any of our or its obligations,
respectively, under the managernent agreement by reason of any cause beyond our or its reasonable control.

In addition, OSGM has no liability for any loss arising in the course of the performance of the commercial and
technical management services under the management agreement unless and to the extent that such loss is proved
to have resulted solely from the gross negligence or willful default of OSGM or its employees, agents or
subcontractors, in which case (except where such loss resulted from OSGM's intentional personal act or omission, or
recklessly and with knowledge that such loss would probably result) OSGM’s liability will be limited for each incident
or series of related incidents.
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We have also agreed, under the management agreement, to indemnify OSGM and its employees, agents and
subcontractors against all actions which may be brought against them in connection with their performance of the
management agreement and against and in respect of all costs and expenses they may suffer or incur due to
defending or settling such action, provided however that such indemnity excludes any or all losses which may be
caused by or due to the gross negligence or willful default of OSGM or its employees, agents or subcontractors.

Administrative Services Agreement

We entered into an administrative services agreement with OSGM, pursuant to which OSGM provides certain
administrative management services to us, unless the provision of those services by OSGM would materially interfere
with OSG's operations.

The administrative services include:

* boockkeeping, audit and accounting services: assistance with the maintenance of our corporate bocks and records,
assistance with the preparation of our tax returns and arranging for the provision of audit and accounting services;

» legal and insurance services: arranging for the provision of legal, insurance and other professional services and
maintaining our existence and good standing in necessary jurisdictions;

* administrative and clerical services: assistance with office space, arranging meetings for our common unitholders
pursuant to the partnership agreement, arranging the provision of IT services, providing all administrative services
required for subsequerit debt and equity financings and attending to all other administrative matters necessary to
ensure the professional management of our business;

* banking and financial services: providing cash management including assistance with preparation of budgsts,
overseeing banking services and bank accounts, arranging for the deposit of funds, negotiating loan and credit
terms with lenders and monitoring and maintaining compliance therewith;

* advisory services: assistance in complying with United States and other relevant securities laws;

* client and investor relations: arranging for the provision of, advisory, clerical and investor relations services to assist
and support us in our communications with our common unitholders; and

s integration services: integration of any acquired businesses.

We reimburse OSGM for reasonable costs and expenses incurred in connection with the provision of these services
within 15 days after OSGM submits to us an invoice for such costs and expenses, together with any supporting
detail that may be reasonably required.

Under the administrative services agreement, we have agreed to indemnify OSGM and its employees against ali
actions which may be brought against them under the administrative services agreement including, without {imitation,
all actions brought under the environmental laws of any jurisdiction, and against and in respect of all costs and
expenses they may suffer or incur due to defending or settling such actions; provided, however, that such indemnity
excludes any or all losses which may be caused by or due to the fraud, gross negligence or willfuf misconduct of
OSGM or its employees or agents.

Indemnification Agreements

We entered into indemnification agreements with each officer and director of our general partner. Each of these
agreements, subject to certain imitations, require us to indemnify each indemnitee to the fullest extent permitted by
our partnership agreement. This means, among cther things, that we must indemnify the indemnitee against
expenses {including attorneys’ fees and related disbursements) actually and reasonably incurred in connection with,
and judgments, penalties, fines and amounts paid in settlement of an action, suit, claim or proceeding arising out of
the fact that such person is or was an officer or director of our general partner, or is or was serving at our general
partner’s request as a director, officer, employee or agent of another entity if such person meets the standard of
conduct provided in our parinership agreement. Also as permitted under our partnership agreement, the
indemnification agreements require us to advance expenses in defending such an action, provided that the
indemnitee undertakes to repay any amounts so advanced if it is ultimately determined that such person is not
entitied to be indemnified by us. We will also make each indemnitee whole for taxes imposed on the indemnification

110 OSG America L.P.




payments and for costs in any action to establish such person’s right to indemnification, whether or not wholly
successful.

Agreements Governing Bareboat Charters from Aker

We, OSG and Aker have entered into, or will enter into, various agreements governing the operation of the Jones Act
product carriers and shuttle tankers, in respect of which OSG has granted us options to acquire the right to bareboat
charter from Aker, in the event we do not exercise those options. See “Business—Bareboat Charters from Aker of
Our Newbuilds—Profit Sharing” and “Business—Bareboat Charters from Aker of OQur Newbuilds—Pooling
Agreement.”

Director Independence

Under our Corporate Governance Guidelines, which incorporate the standards established by the New York Stock
Exchange, the BOD must consist of at least three independent directors. As determined by the BOD, three of the
seven members of the BOD have been determined to be independent under the Corporate Governance Guidelines
because no relationship was identified that would automatically bar them from being characterized as independent,
and any relationships identified were not so material as to impair their independence. The BOD annually reviews
relationships that directors may have with the Partnership to make a determination of whether there are any material
relationships that would preclude a director from being independent.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The Audit Committee has appointed Ernst & Young LLP as independent registered public accounting firm for the
Partnership for the year 2008. Ernst & Young LLP is a well known and well qualified firm of public accountants.

Audit Fees—audit fees incurred by the Partnership to Ernst & Young LLP in 2007 for professional services rendered
for the audit of the Partnership’s annual financial statements for the year ended December 31, 2007, the review of the
financial statements included in the Partnership’s Form 10-Q, as well as those services that only the independent
registered public accounting firm reasonably could have provided and services associated with documents filed with
the SEC and other documents issued in connection with securities offerings, were $286,000.

Audit-Related Fees—Audit-related fees incurred by the Partnership to Ernst & Young LLP in 2007 for accounting
consultations related to accounting, financial reporting or disclosure matters not classified as “Audit services”,
assistance with preparation of the registration statement and carve-out financial statements relating to the
Partnership's initial public offering, and assistance with internal control reporting requirements, were $0.

All Other Fees—During 2007, no services were performed by, or fees incurred to, Ernst & Young LLP other than as
described above.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a)(1) The following consolidated financial statements of the Partnership are filed in response to Item 8.
Report of Independent Registered Public Accounting Firm.,

Consolidated Balance Sheet at December 31, 2007 and Predecessor Combined Carve-Qut Balance
Sheet as of December 31, 2006.

Consolidated Statement of Operations for the period November 15, 2007 to December 31, 2007 and
Predecessor Combined Carve-Out Statements of Operations for the period January 1, 2007 to
November 14, 2007 and the years ended December 31, 2006 and 2005.

Consolidated Statement of Cash Flows for the period November 15, 2007 to December 31, 2007 and ‘
Predecessor Combined Carve-Cut Staternents of Cash Flows for the petiod January 1, 2007 to 1‘
November 14, 2007 and the years ended December 31, 2006 and 2005. ‘

Consolidated Statement of Changes in Partners’ Capital for the period November 15, 2007 to
December 31, 2007 and Predecessor Combined Carve-Out Statements of Changes in Stockholders’
Deficiency for the period January 1, 2007 to November 14, 2007 and the years ended December 31,
2006 and 2005.

Notes to Consaolidated and Predecessor Combined Carve-Out Financial Statements.

(a}2) Schedules of the Partnership have been omitted since they are not applicable or are not required.
{a)(3) The following exhibits are included in response to Item 15(b}:
1.1 Underwriting Agreement dated aswf November 8, 2007 by and between OSG America LLC, 0SG Bulk

Ships, Inc., OSGAMLP One Percent Interest Corporation, OSG Ship Management, Inc., and QOverseas
Shipholding Group, Inc, and the Underwriters party thereto (filed as Exhibit 1.1 to the Registrant's
Current Report on Form 10-Q for the quarter ended September 30, 2007 and incorporated herein by
reference).

31 Amended and Restated Certificate of Limited Partnership of OSG America L.P. dated August 9, 2007
(incorporated by reference to Exhibit 3.1 to the Partnership’s Registration Statement on Form S-1
{Registration No. 333-145341), as filed on August 10, 2007 and amended thereafter (the “Registration
Statement™)).

32 Amended and Restated Agreement of Limited Partnership of OSG America L.P. dated as of
November 15, 2007 {filed as Exhibit 3.2 to the Registrant's Current Report on Form 10-Q for the
quarter ended September 30, 2007 and incorporated herein by reference).

33 Certificate of Formation of OSG America LLC dated May 14, 2007 (incorporated by reference to
Exhibit 3.3 to the Registration Statement).

3.4 Amended and Restated Limited Liability Company Agreement of OSG America LLC dated as of
November 15, 2007 (filed as Exhibit 3.4 to the Registrant's Current Report on Form 10-Q for the
quarter ended September 30, 2007 and incorporated herein by reference).

104 Senior Secured Revolving Credit Facility Agreement dated as of November 15, 2007 among OSG
America Operating Company LLC, the Registrant, the other subsidiaries of the Registrant party thereto
as guarantors, the lenders party thereto, ING Bank N.V, Londen Branch as facility agent, security
trustee and issuing lender and ING Bank N.V,, London Branch and DnB NOR Bank ASA as mandated
lead arrangers and bookrunners (filed as Exhibit 10.1 to the Registrant’'s Current Report on Form 10-Q
for the quarter ended September 30, 2007 and incorporated herein by reference).

10.2 Amended and Restated Contribution, Conveyance and Assumption Agreement dated as of
Novemnber 15, 2007 among OSG Bulk Ships, Inc., OSG Ship Management, Inc., OSGAMLP One
Percent Interest Corporation, OSG America LLC, the Registrant and OSG America Qperating
Company LLC (filed as Exhibit 10.2 to the Registrant's Current Report on Form 10-Q for the quarter
ended September 30, 2007 and Incorporated herein by reference).
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10.3 Omnibus Agreement dated as of November 15, 2007 amang Overseas Shipholding Group, Inc., 08G
America LLC and the Registrant {filed as Exhibit 10.3 to the Registrant’s Gurrent Report on Form 10-Q
for the quarter ended September 30, 2007 and incorporated herein by reference).

10.4 Management Agreement dated as of November 15, 2007 among OSG Ship Management, Inc., the
Registrant and the subsidiaries of the Registrant party thereto (filed as Exhibit 10.4 to the Registrant’s
Current Report on Form 10-Q for the quarter ended September 30, 2007 and incorporated herein by
reference).

10.5 Administrative Services Agreement dated as of November 15, 2007 between OSG Ship
Management, Inc. and the Registrant {filed as Exhibit 10.5 to the Registrant's Current Report on
Form 10-Q for the quarter ended September 30, 2007 and incorporated herein by reference).

*10.6.1 Director and Officer Indemnity Agreement—Morten Arntzen dated May 14, 2007 (filed as Exhibit 10.6.1
to the Registrant’s Current Report on Form 10-Q for the quarter ended September 30, 2007 and
incorporated herein by reference).

“10.6.2 Director and Officer Indemnity Agreement—dJonathan P. Whitworth dated May 14, 2007 (filed as
Exhibit 10.6.2 to the Registrant's Current Report on Form 10-Q for the quarter ended September 30,
2007 and incorporated herein by reference).

*10.6.3 Director and Officer Indemnity Agreement—Myles R. Itkin dated May 14, 2007 {filed as Exhibit 10.6.3 to
the Registrant’s Current Report on Form 10-Q for the quarter ended September 30, 2007 and
incorporated herein by reference).

*10.6.4 Director and Officer Indemnity Agreement—Robert E. Johnston dated May 14, 2007 (filed as
Exhibit 10.6.4 to the Registrant's Current Report on Form 10-Q for the quarter ended September 30,
2007 and incorporated herein by reference}.

*10.6.5 Director and Officer Indemnity Agreement—Kathleen C gHaines dated November 9, 2007 (filed as
Exhibit 10.6.5 to the Registrant’s Current Report on Form 10-Q for the quarter ended September 30,
2007 and incorporated herein by reference).

*10.6.6 Director and Officer Indemnity Agreement—James G. Dolphin dated November 9, 2007 (filed as
Exhibit 10.6.6 to the Registrant’s Current Report on Form 10-Q for the quarter ended September 30,
2007 and incorporated herein by reference).

"10.6.7 Director and Officer Indemnity Agreement—Steven T. Benz dated November 9, 2007 (filed as
Exhibit 10.6.7 to the Registrant's Current Report on Form 10-Q for the quarter ended September 30,
2007 and incorporated herein by reference).

*10.7 OSG America L.P. 2007 Omnibus Incentive Compensation Plan {filed as Exhibit 10.7 to the Registrant’s
Current Report on Form 10-Q for the quarter ended September 30, 2007 and incorporated herein by
reference).

21 List of subsidiaries of the registrant.

23 Consent of Independent Registered Public Accounting Firm of the registrant.

"r23.1 Consent of Independent Registered Public Accounting Firm of Alaska Tanker Company, LLC.

**31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) and 15d-14(a), as amended.

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) and 15d-14(a}, as amended.

32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.8.C. Section 1350,

as adopted pursuant to Section 806 of the Sarbanes-Oxley Act of 2002.

NOTE: Instruments authorizing long-term debt of the Registrant and its subsidiaries, where the amounts
authorized thereunder do not exceed 10% of total assets of the Registrant on a consolidated basis, are
not being filed herewith. The Registrant agrees to furnish a copy of each such instrument to the
Commission upon request.

{1) The Exhibits marked with one asterisk {*) are a management contract or a compensatory plan or arrangemerit required to be filed as an
exhibit.

{2) The Exhibits which have not previously been filed or listed are marked with two asterisks ().
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

0OSG AMERICA L.P.

by OSG America LLC, its general partner

By: /s/ JONATHAN P. WHITWORTH

Jonathan P. Whitworth
President, Chief Executive Qfficer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following
persons in the capacities and on the dates indicated:

Name Date

/s/ MORTEN ARNTZEN March 12, 2008

Morten Arntzen
Chairman of the Board

/s/ JONATHAN P, WHITWORTH March 12, 2008

Jonathan P Whitworth
Principal Executive Officer and Director

/s/ MyLEs R. ITKIN March 12, 2008

Myles R. ftkin
Principal Financial Officer,
Principal Accounting Officer and Director

/s/ ROBERT E. JOHNSTON ' March 12, 2008

Robert E. Johnston
Director

The financials are printed on recycled paper.

/sf KATHLEEN C. HAINES March 12, 2008

Kathleen C. Haines
Director

®

/s/ JAMES G. DOLPHIN March 12, 2008

James G. Dolphin
. Director

/s/ STEVEN T, BENZ March 12, 2008

Steven T. Benz
Director
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Our Partnership Structure
OSG America L.P., a master limited partnership, was created in 2007 by Overseas Shipholding

Group, Inc. A key strength of our operation is this partnership relationship with one of the world's
leading energy transportation companies, which provides numerous benefits including customer,
employee and operating synergies. OSG maintains a 73.5 percent limited partnership ownership
and 2 percent general partnership ownership in OSG America.

Overseas
—— Shipholding
Group, Inc.
100% Interest
100% Interest
73.5% OSG Ship Management Inc.
LP interest {Cemmercial and Technical Manager)
OSG America LLC {General Partner) [l
Incentive Distribution Rights

Ll OSG America L.P. ——— ] Public

2% GP {Partnership) 24.5%
Interest LP Interest

100% Interest

Alaska Tanker Company, LLC JJ}——Jl OSG America Operating Company LLC

{Joint Venture) 37.5% {Operating Company) !
Interest
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